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While we invested in our revenue generating capability, we made aggressive moves to reduce our
operating expenses. Areas in the Company that were not directly involved with increasing sales or
delivering value to clients were closely scrutinized and scaled back. We also decided to exit our
international operations as we lacked the critical mass required to compete and win high-value,
profitable consulting engagements overseas. These actions have enabled us to reduce the
Company’s cash earnings break even point by approximately 35%.

In combination, these initiatives allowed us to maintain our strong balance sheet which is an
advantage in today’s market. Including our holdings in Switchboard Incorporated (Nasdag: SWBD),
a majority owned subsidiary, ePresence has an asset base of approximately $100 million in cash
and marketable securities, enabling us to invest in our business and pursue potential acquisitions.
While we did not make any acquisitions in 2001 we remained active in the market. As the valuations
of potential acquisitions become more attractive, we are positioned to act.

In 2001, Switchboard, a leading provider of directory technology and online yellow pages, also
faced a tightening market and experienced a challenging year. However, we are encouraged by
Switchboard’s market position, strategic relationships and by the way it handled these difficult
times. Therefore, we remain optimistic about Switchboard's future business potential.

in October, Switchboard restructured its relationship with Viacom, exchanging its $44 million in
advertising credits for Viacom's 7.5 million shares of Switchboard's common stock. As a resuit,
ePresence became Switchboard's majority stockholder, owning approximately 54% of Switchboard’s
outstanding stock. Consequently, we have consolidated Switchboard's results from operations for 2001.

In December 2000, we announced a program to buy back up to $10 million of ePresence’s common
stock on the open market. As of December 31, 2001, ePresence had repurchased more than $6.3
million worth of common stock. This initiative reflects our belief in the value of ePresence and our
confidence in the Company’s prospects for the future.

| want to thank our clients, employees and partners, and you as a shareholder, for also demonstrating
your confidence in ePresence this past year. While visibility remains uncertain as we begin 2002,
market conditions suggest that a greater number of companies will be stepping up their implementation
of IT projects as a means of gaining competitive advantage.

ePresence is well positioned to capitalize on this trend. Going forward we remain committed to:

» Satisfying our clients with high value, directory based solutions
« Expanding our skill base and service capability

« Establishing new and deepening existing strategic alliances

« Leveraging our strong balance sheet

* Achieving growth and profitability

Most important, | am confident that our business strategy will produce improved results in 2002.

Sincerely,
William P. Ferry

Chairman and Chief Executive Officer

3/22/02




Letter to Shareholders

Dear Shareholder:

2001 was a difficult year for the technology industry and a challenging year for
ePresence. As economic conditions worsened, companies and public institutions
reduced overall expenditures which resulted in decreases in information Technology
(IT) investments and the associated use of outside professional services firms. In
response, the leadership team took decisive action to mitigate the effects of this
tough environment while enhancing our competitive capabilities and positioning
ePresence to take advantage of future growth opportunities as the economy
rebounds. Specifically we:

» Enhanced the value of our IT infrastructure solutions

* Expanded business partnerships to increase market reach
* Increased sales and marketing resources

» Reduced operating expenses

» Protected our balance sheet

Overall, our 2001 financial results reflected the state of the economy. Revenues for
our services were $51.7 million compared with $61.3 million in 2000. The Company
reported a cash loss from its services business, excluding non-recurring items, of
$8.3 million, or $0.36 per share, in 2001, compared with $1.7 million, or $0.07 per
share, in 2000.

As challenging as 2001 was, ePresence built upon its rich history of delivering
directory-based solutions. Directory, single sign-on and provisioning technologies

have emerged as key enablers of dependablé, scalable and secure IT infrastructures.

ePresence has extensive expertise and experience in the successful deployment of
these technologies and is uniquely qualified to assist its clients in maximizing the ROI
from these initiatives. The business value of our solutions has also been recognized
by International Data Corporation which stated that “ePresence is in a strong position
to gain market share...one of twenty services firms that matter.”

As a result of this market focus we have continued to win new business and expand
existing relationships in Fortune 1000 class accounts. in 2001, these companies
accounted for better than 90% of our business and approximately 80% of our clients
were satisfied repeat customers. ePresence has added corporations such as
ChevronTexaco, Millennium Pharmaceuticals and S.C. Johnson to its growing client
roster, which also includes Automatic Data Processing (ADP), Cingular Interactive, the
Hartford, Johnson & Johnson and The Turmer Corporation.

A key component of our strategy has been to develop relationships with best-of-breed
business partners to deliver these high impact solutions while optimizing our sales
resources. We work with industry leaders such as IBM, Microsoft and Sun. In the
provisioning market, Access360 and Business Layers are our partners of choice and
in the portal, security and content management space, we partner with Netegrity

and Stellent. In 2001, we also initiated a close working relationship with the Burion
Group, the industry’s leading directory strategy and research firm, to provide our joint
clients with a broader range of services.

On the sales front, ePresence took bold steps to win business in an increasingly
competitive environment. By mid-year we had doubled the size of our direct sales
force in the United States. While this move did not result in increased revenues in
2001, it did allow us to maintain market share and position the Company for growth
when economic conditions improve.
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The ePresence advantage

Eighteen years ago, ePresence pioneered directory technology and
networking solutions. Today, we are a highly-focused consulting and
systems integration services company with a diverse customer base
of Fortune 1000-class organizations. Our directory-powered solutions
help companies build personal, profitable and secure relationships

with employees, business partners, suppliers and customers.

We have a heritage rich in experience and talent. Our pragmatic
approach to partnering with — and becoming an extension of — our
clients’ internal teams has earned us a reputation of unparalleled
dedication. Our innovative and creative work environment has attracted
top talent from many disciplines. Our team includes technology
consultants and architects, project managers, e-business consultants,

application developers, interface designers and systems integrators.

Our acknowledged authority in the directory services field has lead to
strong alliances with market-leading platform and technology vendors
including Access360, Business Layers, IBM, Microsoft, Netegrity,
Stellent, Sun/iPlanet and Vignette. We also work closely with the
leading directory consulting and analyst firm, The Burton Group. We
have the focus, the experience, the team and the partnerships to ensure

the success of our client’s directory-powered solutions.
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements that are subject to a number of risks
and uncertainties, including, without limitation, information with respect to our plans and strategy for our
business, statements relating to the sufficiency of cash and cash equivalent balances, anticipated expenditures,
the anticipated effects of our cost reduction measures including the discontinuation of our operations in Europe
and Australia, and our sales and marketing and product development efforts. We cannot guarantee future results,
levels of activity, performance or achievements and you should not place undo reliance on our forward-looking
statements. For this purpose, any statements contained herein that are not statements of historical fact may be
deemed to be forward-looking statements. Without limiting the foregoing, the words “will”, “believe”,
“anticipate”, “plan”, “expect” and similar expressions are intended to identify forward-looking statements.
There are a number of important factors that could cause actual events or our actual results to differ materially
from those indicated by such forward-looking statements. These factors include, without limitation, the factors
set forth under the caption “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Factors Affecting Future Operating Results” which is in Part Il of this Annual Report on
Form 10-K. From time to time, we may also provide oral or written forward-looking statements in other
materials we release to the public. We do not assume any obligation to update any of the forward-looking
statements we make.

PARTI

ITEM 1. BUSINESS
General

ePresence, Inc., (“ePresence,” the “Company” or the “Registrant”), has two reportable segments: services
and Switchboard. The Company’s reportable segments are managed separately as they are separately traded
public companies, and market and distribute distinct products and services. See Note 21, Segment Information, in
the Company’s Notes to Consolidated Financial Statements for the year ended December 31, 2001 which is
incorporated from Item 8 herein.

“ePresence” is a servicemark of the Company. Other trademarks, tradenames and servicemarks used in this
Annual Report on Form 10-K are the property of their respective companies or organizations.

Services

ePresence is a leading consulting and systems integration company delivering directory based solutions that
help companies improve customer service, enhance security and reduce costs. Qur primary service offerings
include enterprise directory and security services, information technology platform services, electronic
provisioning services, next generation portal services and operations management services.

Enterprise directory and security services consist of directory and security solutions that allow customers to
manage and protect user identity, access and security information across an enterprise. ePresence provides a
business-focused, collaborative approach to the planning, design, deployment and management of enterprise
directory and security services. We provide services that include: structured workshops to explore the specific
values, benefits and business and technical considerations for deploying directory and meta-directory services in
an enterprise; a directory discovery service which is an investigation that identifies and defines the technical and
functional specifications for a directory services engagement; directory concept prototype development, where
we build a limited, yet functional, model of a directory solution; directory architecture, planning and design,
which is a design process that creates the directory architecture and detailed design and develops a
comprehensive implementation plan; directory implementation which is the deployment of the directory services
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implementation plan; and directory optimization, which is an ongoing service to provide administrative support
of directory services, performance monitoring, software and systems upgrades, new application integration and
ongoing maintenance.

Information technology platform services involve migration to and deployment of the latest operating
system or infrastructure platform to allow customers to form a solid base for integrating high-value business
applications. ePresence consultants provide platform-specific expertise and project management support to help
organizations move to next generation platforms, while providing a wide range of services and capabilities
designed to help organizations maximize new platform benefits. These include packaged services, such as
structured workshops that use interactive, client-focused sessions to explore the specific values, impacts and
business and technical considerations for deploying a new platform. Microsoft QuickStart (MSQS) Planning ;
Programs for Windows 2000 and Exchange 2000 and Business Desktop are offered in cooperation with
Microsoft. MSQS programs consist of intense, interactive design sessions with ePresence and Microsoft
consultants followed by documentation, review and agreement before moving to the next topic. MSQS Special
Edition for Novell NetWare is offered exclusively by ePresence, which consists of a Novell NetWare-specific
edition of the MSQS program, with additional content and focus on helping NetWare customers understand and
correlate the differences between their current environment and their new one. ePresence also provides custom
platform services ranging from planning and design to migration and deployment to operations and optimization.

Electronic provisioning services allow customers to provide their employees, partners and customers with
fast, convenient electronic access to appropriate company resources and applications. We understand that today it
is even harder to manage the provisioning process because of the growing variety of systems within an
organization and the high cost of managing user identities and permissions across organizations. Electronic
provisioning streamlines the provisioning process while making it more secure, and it also facilitates de-
provisioning (the rapid removal of access rights when a user leaves a company) which is especially critical to
enterprise security. ePresence provides a full range of services around the planning, design, deployment and
management of an electronic provisioning solution. These services include: structured workshops that use
interactive, client-focused sessions to explore the specific values, impacts and business and technical
considerations for deploying an electronic provisioning system; a provisioning discovery, which is an
investigation that identifies and defines the technical and functional specifications necessary for an electronic
provisioning solution; a provisioning concept prototype development, where we build a limited, yet functional,
model of a provisioning solution; a provisioning architecture, planning and design, which is a design process that
creates a detailed provisioning architecture and develops a comprehensive implementation plan; provisioning
implementation, which is the deployment of the provisioning implementation plan; and provisioning
optimization, which is an ongoing service to provide administrative support of the provisioning system,
performance monitoring, software and systems upgrades, new application integration and ongoing maintenance.

Next generation portal services enable customers to provide their employees, partners and customers with a
single point of secure access, available anywhere, to all of the information and resources these groups need
through intranets, extranets and web sites. Next generation portal services include: structured workshops that use
interactive, client-focused sessions to explore the specific values, impacts, and business and technical
considerations for deploying portals; portal discovery, which is an investigation that identifies and defines the
technical and functional specifications necessary for a next generation portal project; portal concept prototype,
where we build a limited, yet functional, model of the portal; and portal optimization, which provides
administrative support, baselining, monitoring, maintenance and operations.

Operations management services allow customers to operate and optimize enterprise solutions on an
outsourced basis. These services consist of: systems operations management, whereby we work with our
customers to identify the infrastructure components that need managed support and to create a support solution;
operations transition management, which takes an organization through a seamless transition from one
environment to another; and optimization services. ePresence also provides custom operations management
services to satisfy a variety of needs a large IT organization might face.
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During 2001, with respect to services, we focused our efforts on improving our operational efficiency
primarily through the sale of our Australian subsidiary, our exit from The Netherlands, domestic staff reductions,
the integration of two companies acquired in 2000, expanding and enhancing our service offerings, continuing to
invest in sales and marketing domestically, and establishing new strategic alliances and strengthening existing
partnerships.

Switchboard Incorporated

Switchboard Incorporated (“Switchboard™), our majority-owned subsidiary (Nasdaq: SWBD), is a leading
provider of web hosted directory technologies and customized yellow pages platforms to yellow pages
publishers, newspaper publishers and Internet portals that offer online local directory advertising solutions to
national retailers and “brick and mortar” merchants across a full range of Internet and wireless platforms.
Switchboard offers a broad range of functions, content and services, including yellow and white pages, product
searching, location based searching, and interactive maps and driving directions. Its web site,
Switchboard.com, is a showcase for its technology and breadth of directory product offerings, and is a resource
to consumers and businesses alike.

On March 2, 2000, Switchboard consummated an initial public offering. Prior to the offering we owned
approximately 54% of Switchboard’s outstanding common stock. Subsequent to the IPO and through
December 31, 2000 we continued to consolidate Switchboard’s results as part of our financial results as,
notwithstanding our 38% ownership of Switchboard’s outstanding common stock during this period, the
Company maintained control over Switchboard’s board of directors under a Voting Rights Agreement by and
among the Company, Switchboard and Viacom Inc. (“Viacom”). As a result of the termination of this Voting
Rights Agreement on January 1, 2001, we ceased consolidating Switchboard’s results as part of our financial
results for the first three quarters of 2001 and accounted for our ownership interest in Switchboard under the
equity method of accounting. On October 26, 2001, Switchboard obtained approval from its stockholders and
closed a restructuring transaction with Viacom resulting in, in part, a reduction in the number of outstanding
shares of Switchboard’s common stock and the Company owning approximately 54% of Switchboard’s
outstanding common stock. Due to our majority ownership, we have retroactively consolidated Switchboard’s
results as part of our 2001 financial results beginning on January 1, 2001 in order for the consolidated results of
operations to be presented consistently with the results of operations of 2000 and 1999. As of March 22, 2002,
we own approximately 52% of Switchboard’s outstanding common stock. See Note 23, Viacom Alliance, in the
Company’s Notes to Consolidated Financial Statements for the year ended December 31, 2001 which is
incorporated from Item & herein.

Switchboard regards its patents, copyrights, service marks, trademarks, trade dress, trade secrets, and other
intellectual property as critical to its success and relies on a combination of intellectual property law, trade secret
protection and confidentiality and license agreements to protect its proprietary rights. All of Switchboard’s
employees have executed confidentiality and assignment of invention agreements. As of December 31, 2001,
Switchboard had six patents issued by the U.S. Patent and Trademark Office, two patents issued by the Canadian
Intellectual Property Office and six patent applications pending, all of which relate to the operation, features or
performance of its web site. In addition, Switchboard licenses software, content and other intellectual property
from third parties and the software code underlying Switchboard.com contains software code which is licensed
by third parties. Switchboard’s intellectual property rights may be successfully challenged by others and the
validity, enforceability and scope of protection of proprietary rights in Internet-related industries is uncertain and
still evolving.

For a further discussion of the Company’s relationship with Switchboard, see Note 25, Related Parties, in
the Company’s Notes to Consolidated Financial Statements for the year ended December 31, 2001 which are
incorporated from Item § herein.

Customers

Qur services customers, which include many Fortune 1000 companies, typically are medium to large-size
businesses, financial institutions, professional organizations and government entities, each with multiple sites
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dispersed over wide geographic areas. In 2001, we initiated a number of new consulting engagements with
leading organizations such as ChevronTexaco, Marriott, Automatic Data Processing (ADP), Saint Barnabas
Healthcare Systems, Turner Construction, and Underwriter’s Laboratories Inc. (UL).

For the year ended December 31, 2001, ChevronTexaco accounted for 11% of consolidated revenues in
2001. No one customer accounted for more than ten percent of consolidated revenues in 2000 and 1999.

Sales and Marketing

We market our services primarily through sales professionals located in the United States. Qur principal
U.S. regional offices are based in or near Boston, Dallas, Detroit, New York and Washington, D.C. This regional
focus, combined with our local service approach, helps us to develop strong market presence and recognition in
each of our local markets. Qur sales professionals operate through a coordinated process to evaluate prospective
customers and secure new engagements.

Qur sales efforts are supplemented by marketing and communications activities that are pursued to generate
leads and build brand recognition in the marketplace. These activities include a telemarketing program, public
relations program, attendance at industry conferences and business events, sales and marketing materials, public
speaking opportunities and general branding initiatives.

We have established alliances, including with the following companies, to support our services solutions
selling: Access360, Business Layers, IRM, Microsoft, Netegrity, Stellent, Sun/iPlanet, The Burton Group and
Vignette.

Competition

The consulting and systems integration services business is highly fragmented and increasingly competitive
with no dominant set of consulting or systems integration companies that we directly compete against. We
believe that our services business currently competes principally with consulting and systems integration firms,
application vendors and internal information systems groups. Many of these companies have greater financial,
technical and marketing resources than we have and generate greater revenues and have greater name recognition
than us. In addition, there are relatively low barriers to entry into our markets, and we have faced, and expect to
continue to face, additional competition from new entrants into our markets. We believe the primary factors upon
which competition in our industry are based are delivery capability including technical and business knowledge,
strong methodology, partnerships and successful client implementations.

Switchboard’s competition consists of traditional and online white and yellow pages publishers, companies
providing alternative web-enabled white and yellow page directories, companies providing alternative web-
enabled advertising solutions for small businesses and traditional advertising media, including TV, radio and
print. Switchboard competes in the markets for Internet content, services, and advertising. These markets are
highly competitive, and Switchboard expects competition to increase in the future with the entrance of new
competitors. The online local advertising market is rapidly developing.

Employees

At December 31, 2001, we employed 281 persons, including 235 in sales, marketing, professional services
delivery and related activities; and 46 in finance, legal, administration and human resources. In addition,
Switchboard employed 80 persons as of such date. We have no collective bargaining agreement with respect to
our employees. We believe that our relations with employees are good.

6

1
|
1
i




International Gperations

As a part of the Company’s plan to improve results, in March 2001 the Company sold its Australian
subsidiary, in May 2001 it shut down its operations in The Netherlands and in the first quarter of 2002, the
Company decided to close its remaining international operations in the United Kingdom and Germany. As a
result of the actions regarding the United Kingdom and Germany, we anticipate non-recurring charges of
$2,000,000 to $3,000,000 in the first quarter of 2002. See Note 21, Segment Information and Note 26,
Subsequent Events, in the Company’s Notes to Consolidated Financial Statements for the year ended
December 31, 2001 which are incorporated from Item 8 herein.

ITEM 2. PROPERTIES

Qur principal administrative and sales and marketing facilities are located in Westboro, Massachusetts and
consist of approximately 79,203 square feet under a lease that expires on July 31, 2005, with an aggregate annual
base rent of approximately $424,000. We sublease approximately 25,500 square feet of this space to
Switchboard, under a sublease that expires on December 31, 2002, with an aggregate annual base rental income
of approximately $518,000. We lease and occupy sales offices in 7 additional locations throughout the United
States and Canada.

ITEM 3. LEGAL PROCEEDINGS

There are no material pending legal proceedings, other than ordinary routine litigation incidental to our
business, to which we are a party or of which any of our property is the subject. In November 2001, a class action
lawsuit was filed in the United States District Court for the Southern District of New York naming as defendants
Switchboard, the managing underwriters of Switchboard’s initial public offering, Douglas J. Greenlaw, Dean
Polnerow, and John P, Jewett. Mr. Greenlaw and Mr. Polnerow are officers of Switchboard, and Mr. Jewett is a
former officer of Switchboard. The complaint is captioned Kristina Ly v. Switchboard Incorporated, et al.,
01-CV-10595. The complaint alleges that the registration statement and final prospectus relating to
Switchboard’s initial public offering contained material misrepresentations and/or omissions related, in part, to
excessive and undisclosed commissions allegedly received by the underwriters from investors to whom the
underwriters allegedly allocated shares of the initial public offering. The complaint seeks an unspecified amount
of damages. This class action lawsuit is similar to over 300 others filed recently against companies that went
public between 1998 and 2000. Switchboard believes the claims.against it and its officers, former officers and
directors are without merit and intends to defend them vigorously.

ITEM 4. SUBMISSION OF MATTERS TC A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of the fiscal year covered
by this report.




EXECUTIVE OFFICERS OF THE REGISTRANT

The Company’s executive officers as of March 22, 2002 were as follows:

Name ig_e Position

William P. Ferry ...................... 49 Chairman of the Board, President and Chief
Executive Officer

Anthony J. Bellantuoni ................. 50  Senior Vice President, Human Resources

Rodney P. Jackson .................... 51  Senior Vice President, Americas

Scott G.Silk ... .o 44  Senior Vice President, Sales and Marketing

Richard M. Spaulding .................. 42  Senior Vice President and Chief Financial

Officer, Treasurer and Clerk

Mr. Ferry, Chairman of the Board, President and Chief Executive Officer, joined the Company in February
1997. Mr. Ferry has been Chairman of the Board since October 1997 and has been a director of the Company and
served as President and Chief Executive Officer since joining the Company. Mr. Ferry has served as a Director of
Switchboard since March 1997 and has been Switchboard’s Chairman of the Board since February 1998. From
August 1990 to February 1967, he served in various management capacities at Wang Laboratories, Inc., a global
network and desktop integrating and services company, including President, Services Division from July 1994 to
February 1997 and Senior Vice President and General Manager, North American Operations from January 1993
to July 1994,

Mr. Bellantuoni, Senior Vice President of Human Rescurces, joined the Company in July 1997. Prior to
joining the Company, Mr. Bellantuoni was Vice President of Human Resources at Wang Laboratories, Inc., a
global network and desktop integrating and services company, from 1993 to 1997. Mr. Bellantuoni aiso held
various senior management positions at Wang Laboratories, Inc. from 1979 to his appointment as Vice President
in 1693.

Mr. Jackson, Senior Vice President, Americas, joined the Company in August 1999. Prior to joining the
Company, Mr. Jackson was Vice President, Worldwide Financial Services Industry Practice at Compaq
Computer Corporation (formerly Digital Equipment Corporation), a global supplier of computing systems and
solutions, from 1998 to July 1999. Mr. Jackson was Vice President, Worldwide Network and Systems Integration
Services Business Operations at Digital Equipment Corporation from 1996 to 1998. Mr. Jackson also held
various senior management positions at Digital Equipment Corporation from 1980 to 1996.

Mr. Silk, Senior Vice President of Sales and Marketing, joined the Company in January 1999. Prior to
joining the Company, Mr. Silk was President of North American Operaticons and Vice President of Worldwide
Marketing at Gentia Software, a software company specializing in data warehousing and analytical applications,
from January 1997 to January 1999. In 1996, Mr. Silk was Vice President of Sales and Marketing at Actium
Corporation, a systems integration firm. From 1980 to 1995, he held a variety of senior level sales, marketing and
general management positions at Unisys Corporation.

Mr. Spaulding, Senior Vice President and Chief Financial Officer, Treasurer and Clerk, joined the Company
in September 1990. Prior to joining the Company, he served in a number of senior financial management
positions with C. R. Bard, Inc., a medical products provider, from June 1985 to September 1990. From June 1983
to June 1985, Mr. Spaulding was a Certified Public Accountant with Arthur Andersen & Company.
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PART IT

ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

Information with respect to this item may be found under Item 6, “Selected Financial Data” of this Annual
Report on Form 10-K.

ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data should be read together with our audited consolidated
financial statements and related notes and “Management’s Discussion and Analysis of Financial Condition and
Results of Operations,” which are included efsewhere in this Annual Report on Form 10-K.

Years ended December 31,
2601 2000 1999 1998 1997
(in thousands, except per share amounts)

Statement of operations data:

Revenues:
Services .......... i, $ 51,711 $ 61,300 $ 37,494 $21,320 $ 9,797
Switchboard .................. 16,026 20,310 8,304 6,513 709
Total revenues ................ 67,737 81,610 45,798 27,833 10,506
Loss from continuing operations!-2 (99,032) (29,963) (16,740) (12,321) (11,964)
Net (loss)/income34 ,........... (36,841) 15,055 28,149 1,115 (16,908)
Net (loss)/income per share:
Basic ........c. i $ (160) $ €64 $ 133 § 0.06 $ (097
Diluted ..............cciiiiit, $ (160) $ €56 $§ 111 § 006 $ (097)
Balance sheet data:
Working capital ................... $ 49,792 $120,593 $112,443 $ 10,249 $ (2,732)
Totalassets ...................... 171,491 231,165 174,450 43,389 42,928
Total shareholders’ equity ........... 112,778 149,679 115,367 56,210 5,077

QUARTERLY FINANCIAL INFORMATION

(UNAUDITED)
2001 Quarters Ended
Dec. 31 Sept. 30 June 30 March 31
(in thousands, except per share amounts)
Revenues:
ServiCes ... e e $11,917 $10,712 $ 13,115 $ 15,967
Switchboard ............. ... ... ... ., 3,787 3,171 4,798 4,270
Totalrevenues .........ccooviiiiiennnnnenn 15,704 13,883 17,913 20,237
Loss from continuing operations .................. (37,966) (31,803) (16,393) (12,870)
Net (10sS)/INCOME .. ...ttt it iiie e (20,704) (26,378) (5,867) 16,108
Net (loss)/income per share:
BasiC . e e $ 092) $ (1.16) $ (0.25) $ 0.68
Diluted .......coiiiii i e e $ (092) $ (1.16) $ (025 $ 0.64
Stock price (close):
High ..... ... .. i $ 494 § 375 $ 494 $ 1781
oW e $ 281 $ 273 § 335 3 4.00




2000 Quarters Ended
Dec. 31 Sept. 30 June 30  March 31
(in thousands, except per share amounts)

Revenues:
SEIVICES « v ottt e $17,651 $17,005 $14,593 $12,051
Switchboard ........... ... ... . i 6,026 5,700 4,766 3,818
Total TEVENUES . .. oo oot 23,677 22,7705 19,359 15,869
Loss from continuing operations? ......... ... ... ... (8,025) (6,877) (5,745 (9,315
Net (1osS)/INCOme . .....oviii i (2,339) (1,818) (1,113) 20,328
Net (loss)/income per share:
BasSiC it e $ (0.10) $ (0.08) $ (0.05 $ 0.8
E Diluted . ... $ (0.10) $ (0.08) $ (0.05) $ 0.73 i
Stock price (close): ‘
High... ... $ 706 $ 9.06 $ 1675 $ 39.75
Low . $ 344 $ 606 $ 669 $ 1575

For additional discussion on items such as discontinued operations, the Company’s name change, sales of
Software.com shares and non-cash CBS advertising expense, please refer to Management’s Discussion and
Analysis of Financial Condition and Results of Operations.

1. Includes approximately $9,680 and $11,824 in non-cash CBS advertising expense in 2001 and 2000,
respectively. Includes a $22,203 non-cash loss on Switchboard’s exchange of remaining advertising credits
with Viacom for Switchboard stock for 2001.

2. Includes impairment of goodwill charge of approximately $12,364.

3. Includes a net realized gain of approximately $38,678 in 2001 for the sale of shares in Openwave.
Includes a net realized gain of approximately $44,556 in 2000 for the sale of shares in Software.com.

4. During 1999, the Company recorded a net gain of approximately $16,586 for the sale of shares in an
unaffiliated company, a one-time benefit from the reversal of deferred tax asset reserves of $21,655, and a
one-time charge of $3,000, net of taxes, for the loss on disposal of business.

The Company’s common stock trades on the Nasdaq National Market under the symbol “EPRE.” The
Company has not paid cash dividends on its common stock and has historically retained earnings for use in its
business. The Company has no present intention to pay dividends. The Company intends to review its policy with
respect to the payment of dividends from time to time; however, there can be no assurance that any dividends
will be paid in the future.

On March 22, 2002, the Company had 8,430 shareholders of record.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

ePresence has two reportable segments: services and Switchboard. The Company’s reportable segments are
managed separately as they are separately traded public companies, and market and distribute distinct products
and services. See Note 21 Segment Information in the Company’s Notes to Consolidated Financial Statements
for the year ended December 31, 2001 which is incorporated from Item 8 herein.

ePresence is a leading consulting and systems integration company delivering directory based solutions that
help companies improve customer service, enhance security and reduce costs. Our primary service offerings
include enterprise directory and security services, information technology platform services, electronic
provisioning services, next generation portal services and operations management services. In addition, as of
December 31, 2001, the Company owned approximately 54% of Switchboard’s outstanding common stock and,
therefore, consolidated Switchboard’s results with its financial results. Switchboard is a leading provider of web
hosted directory technologies and customized yellow pages platforms to yellow pages publishers, newspaper
publishers and Internet portals that offer online local directory advertising solutions to national retailers and
“brick and mortar” merchants across a full range of Internet and wireless platforms.

In 2001, as a result of unfavorable economic conditions and to offset declines in revenue particularly
associated with our web solutions business, we took a number of actions to mitigate the negative effects of these
conditions while enhancing our competitive capabilities. Cost reduction initiatives included the sale of our
Australian subsidiary, the closing of our operation in The Netherlands, office closures, asset write-offs and
reductions in staff. In January 2002, we announced our plans to close our remaining international operations,
Germany and the United Kingdom, during the first quarter of 2002. These actions will allow us to better align the
Company’s resources with revised revenue expectations and fully focus on the domestic market.

During 2000, we focused our efforts on strengthening our position in the services marketplace with the
acquisition of two services companies and the initial public offering of Switchboard. Due to these acquisitions
and an increase in engagements, the Company was able to increase revenues from $45.8 million in 1999 to $81.6
million in 2000.

In 1999, we announced a decision to exit our software business and began to account for the software
business as discontinued operations. Included in the 1999 results of operations is an estimated loss from disposal
of discontinued operations of $3 million, net of tax. Since 1995, software revenues had declined primarily due to
competitive pressures in the network operating system and electronic messaging markets.

RESULTS OF OPERATIONS
Services Revemnues

Services revenues for 2001 decreased 16% to $51.7 million, compared with $61.3 million in 2000. Services
revenues were $37.5 million in 1999. The decrease in 2001 was principally due to the sale of our Australian
subsidiary in March 2001, the closing of our operation in The Netherlands in May 2001 and lower revenues from
our portal solutions business. The increase in 2000 was primarily due to revenues generated from consulting
services due to an increase in customer engagements, particularly in web-site design and implementation,
network integration, application integration and directory and security planning. The increase in 2000 was also
due to two acquisitions in the first six months of 2000.

International revenues for 2001 decreased 49% to $4.8 million, compared with $9.6 million in 2000.
International revenues were $11.5 million in 1999. The decrease in 2001 was primarily due to the sale of our
Australian subsidiary in March 2001 and the closing of our operation in The Netherlands in May 2001. The
decrease in 2000 was primarily due to the sale of our French subsidiary in January 2000 and the closing of our
Malaysian and Japanese offices in 1999. In January 2002, we announced the closing of our remaining
international operations in Germany and the United Kingdom, which accounted for approximately 60% of our
international revenue in 2001.
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Services Gross Profit

Gross profits from services in 2001 were 31%, or $16.1 million, compared with 45%, or $27.4 million, in
2000 and 39% or $14.8 million, in 1999. The decreases in gross profit dollars and percentages in 2001 were
primarily due to decreases in revenues from consulting services due to unfavorable economic conditions and
resultant lengthened sales cycles and decreased and deferred technology spending for many of our customers in
2001 combined with decreased utilization of consulting delivery resources. The increases in gross profit doliars
and percentages in 2000 were primarily due to increases in revenues from consulting services and improved
billing rates, offset in part by an increase in delivery personnel and related costs to expand consulting services.
Cost of services revenues consists primarily of direct costs (e.g. salaries, benefits and travel expenses) of
consulting delivery personnel and third-party product costs.

Services Operating Expenses

Sales and marketing expenses for services decreased 11% to $18.1 million in 2001, compared with
$20.2 million in 2000. Sales and marketing expenses were $10.9 million in 1999. The decrease in 2001 was
due primarily to cost reduction initiatives in our international operations which included the sale of our
Australian subsidiary and the closing of our operation in The Netherlands, and staff reductions in our web
solutions business. These decreases were offset, in part, by costs relating to increases in sales staff in the
United States. The increase in 2000 was due primarily to increases in sales staff in our expanded consulting
services activities and an increase in variable sales costs, including commissions, as a result of higher
revenues. Additionally, we incurred approximately $1.7 million of corporate rebranding expense in 2000
relating to the change of the Company’s name to ePresence, Inc. from Banyan Systems Incorporated. Sales
and marketing expenses as a percentage of services revenues were 35%, 33% and 29% for 2001, 2000 and
1999, respectively. Sales and marketing expenses consist primarily of salaries, associated employee benefits
and travel expenses of sales and marketing personnel and promotional expenses.

General and administrative expenses for services increased 6% to $15.4 million in 2001, compared with
$14.5 million in 2000 and $11.9 million in 1999. The increase in 2001 was primarily attributable to an
incremental bad debt provision for $0.6 million. The increase in 2000 was due primarily to additional recruiting
and training expenses related to the staffing of our expanding consulting services activities. General and
administrative expenses as a percentage of services revenues were 30%, 24% and 32% for 2001, 2000 and 1999,
respectively. General and administrative expenses consist primarily of compensation, benefits and travel costs for
employees in the Company’s management, finance, human resources, information services, legal and operations
groups; recruiting and training costs for delivery personnel; facilities; and depreciation expenses not allocated to
sales or cost of revenues.

Services Amortization of Goodwill and Intangibles

Amortization of goodwill expenses for services was $2.7 million in 2001, $2.2 million in 2000 and none in
1999. These increases were due to the amortization of goodwill resulting from our acquisition of two services
companies in the first and second quarters of 2000. Amortization expense as a percentage of services revenues
was 5% for 2001, 4% for 2000 and none in 1999. During 2001, using the discounted cash flow method, we
determined that the carrying value of goodwill recorded in connection with these prior acquisitions was impaired.
An impairment charge totaling $12.4 million was recorded in 2001, reflecting the amount by which the carrying
amount of the assets exceeded their respective fair values. There can be no assurance that we will not experience
similar impairment losses in the future. Any such loss could adversely and materially impact our results of
operations and financial condition.

Services Restructuring and Other Charges

In 2001, as part of the Company’s plan to implement cost-cutting measures, the Company recorded a net
pre-tax charge of $4.0 million for services restructuring and other charges. These charges included a workforce
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reduction of approximately 100 positions, office closures and asset write-offs. At December 31, 2001, the
Company had utilized approximately $2.4 million in total of the liability of which $1.4 million was severance
related costs, and the remainder related to office closures and asset write-offs. The remaining liability at
December 31, 2001 was approximately $1.5 million. The Company anticipates that it will utilize a substantial
portion of the remaining liability by the end of fiscal year 2002. See Note 10, Restructuring and Other Charges,
in the Company’s Notes to Consolidated Financial Statements for the year ended December 31, 2001 which is
incorporated from Item 8 herein.

Switchboard Revenues

Total revenues from Switchboard in 2001 included in the consolidated financial results of our operations
were $16.0 million, compared with $20.3 million in 2000. Total revenues from Switchboard were $8.3 million in
1999. The decrease in Switchboard revenues in 2001 was due primarily to a decrease in national advertising and
site sponsorship revenue, offset in part by an increase in merchant network revenue. The increase in revenue in
2000 when compared to 1999 consisted primarily of increases in national advertising revenue, merchant services
revenue and syndication and licensing revenue.

Switchboard Gross Profit

Gross profits from Switchboard in 2001 were 78%, or $12.5 million, compared with 83%, or $16.8 million,
in 2000 and 81%, or $6.7 million, in 1999. The decreases in gross profit dollars and percentages in 2001 were
primarily due to decreased revenue being spread over relatively fixed costs of revenue. The increases in gross
profit dollars and percentage in 2000 were primarily due to overall increases in revenue, offset in part by an
increase in variable costs.

Switchboard Operating Expenses

Sales and marketing expenses for Switchboard decreased 8% to $26.9 million in 2001, compared with
$29.2 million in 2000. Sales and marketing expenses were $10.9 million in 1999. The decrease in 2001 was
primarily due to a decrease in merchant services program and CBS advertising expenses, offset in part by
increases in other advertising expenses, provision for doubtful accounts, employee salaries and benefits and
costs associated with additional leased facilities. The increase in 2000 was primarily related to increases in
CBS advertising and merchant services program expenses; other advertising expenses; and employee salaries
and benefits. Sales and marketing expenses as a percentage of Switchboard revenues were 168%, 144% and
131% for 2001, 2000 and 1999, respectively.

Product development expenses for Switchboard increased 92% to $6.7 million in 2001, compared with
$3.5 million in 2000. Product development expenses for Switchboard were $1.9 million in 1999. The increases
in both 2001 and 2000 were due primarily to increases in salaries and benefits associated with new personnel
resulting from Switchboard’s acquisition of Envenue Inc. (“Envenue”); outside consulting expenses; and
depreciation and costs associated with additional leased facilities, offset in part by the capitalization of
deferred project costs. Product development expenses as a percentage of Switchboard revenues were 42%,
17% and 23% for 2001, 2000 and 1999, respectively.

General and administrative expenses for Switchboard increased 31% to $4.3 million in 2001, compared with
$3.3 million in 2000. General and administrative expenses for Switchboard were $1.7 million in 1999. The
increase in 2001 was due primarily to increases in professional services; insurance expenses; and salaries and
benefits associated with new personnel, offset in part by a decrease in franchise and excise taxes. The increase in
2000 was due primarily to increases in salaries and benefits associated with new personnel; franchise and excise
taxes; costs associated with additional leased facilities; professional services expenses; and additional travel
expenses resulting from new personnel. General and administrative expenses as a percentage of Switchboard
revenues were 27%, 16%, and 21% for 2001, 2000 and 1999, respectively.
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Switchboard Amecrtization of Goodwill and Intangibles

Switchboard expenses for the amortization of goodwill and intangibles were $8.0 million in 2001,
$1.6 million in 2000 and $0.9 million in 1999. The increase in 2001 resulted primarily from amortization of
goodwill resulting from Switchboard’s purchase of Envenue in November 2000, as well as amortization of the
value of stock issued and cash paid to AOL related to the directory services agreement Switchboard entered into
with AOL in December 2000. The increase in 2000 was due primarily to the amortization of the value of stock
issued and cash paid to AOL and the amortization of software licenses. Amortization expense as a percentage of
Switchboard revenues was S0%, 8%, and 10% for 2001, 2000 and 1999, respectively.

Switchboard Loss on Viacom Transaction

Switchboard reported a one-time, non-cash accounting loss of $22.2 million in 2001 related to the
October 2001 termination of its advertising and promotion agreement with Viacom. Switchboard agreed to
terminate its right to the placement of advertising on Viacom’s CBS properties with an expected net present
value of approximately $45 million in exchange for, primarily, the reconveyance by Viacom to Switchboard of
approximately 7.5 million shares of Switchboard common stock, the cancellation of warrants held by Viacom
to purchase 533,469 shares of Switchboard’s common stock and the reconveyance to Switchboard of the one
outstanding share of Switchboard series E special voting preferred stock. The non-cash accounting loss of
$22.2 million results from the difference between the net present value of the terminated advertising rights,
and the value of the shares of Switchboard common and preferred stock reconveyed and the warrants
cancelled.

Switchboard Restructuring and Other Charges

Switchboard recorded net pre-tax restructuring and other charges of $7.0 million for the three months ended
December 31, 2001. These charges were comprised primarily of $5.2 million for the impairment of certain assets,
$1.1 million for costs related to facility closures and $0.7 million in severance costs related to the reduction of
approximately 21% of Switchboard’s workforce. The restructuring resulted in 21 employee separations. The
actions related to the restructuring were substantially completed in 2001. Switchboard expects to spend
approximately $1.3 million in 2002 related to the restructuring.

Consolidated Other Income/(Expense) and Income Taxes

Consolidated other income/(expense) was $75.1 million in 2001, $59.6 million in 2000 and $20.7 million in
1999. The increases in 2001 and 2000 were due primarily to gains on sales of Openwave/Software.com stock of
approximately $38.7 million and $44.6 million for 2001 and 2000, respectively. The increase in 2001 was also
due to the minority share of increased losses in Switchboard.

Our effective tax rate for the year ended December 31, 2001 was (53.7)%. This was negatively impacted by
our deconsolidation of Switchboard for tax purposes, as Switchboard net losses are not included in our tax return,
upon our percentage ownership change on June 30, 1999 and a full valuation allowance provided against deferred
tax assets. The Company recorded no tax benefit on its operating losses for the year ended December 31, 2001,
due to the uncertainty of its realization.

Discontinued Operations

In the fourth quarter of 1999, our Board of Directors approved a plan to exit our software business and to
focus on our services and Switchboard businesses as our sole operating units. Included in the 1999 results of
operations is an estimated loss from disposal of discontinued operations of $3.0 million, net of tax.

Revenues from discontinued operations for 1999 were $26.7 million. Excluding the estimated loss from
disposal of discontinued operations, expenses from discontinued operations were $18.4 million in 1999.
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Other Matters

In May 2000, as a result of our strategic focus on the services market place, we changed our name from
Banyan Systems Incorporated to ePresence, Inc. and changed our Nasdaq symbol to EPRE.

For a discussion of the Company’s relationship with Switchboard, see Note 25, Related Parties, in the
Company’s Notes to Consolidated Financial Statements for the year ended December 31, 2001 which is
incorporated from Item 8 herein.

For a discussion of Switchboard’s relationship with AOL, see Note 24, AOL Alliance in the Company’s
Notes to Consolidated Financial Statements for the year ended December 31, 2001 which is incorporated from
[tem 8 herein.

LIQUIDITY AND CAPITAL RESOURCES

At December 31, 2001, consolidated cash, cash equivalents and marketable securities were $122.1 million,
of which $62.1 million was held by ePresence and $60.0 million was held by Switchboard. At December 31,
2000, consolidated cash, cash equivalents and marketable securities were $152.2 million, of which $81.4 million
was held by ePresence and $70.8 million was held by Switchboard. Consolidated working capital decreased from
$120.6 million at December 31, 2000 to $49.8 million at December 31, 2001. Cash and cash equivalents
decreased $6.7 million resulting in a consolidated cash balance, excluding restricted cash of $0.9 million, of
$33.0 million at December 31, 2001. This decrease was primarily due to net cash used in operating activities of
$33.6 million and cash used in financing activities of $4.6 million offset in part by cash provided by investing
activities of $31.7 million as follows.

Net cash used in operating activities in 20010f $33.6 million, was primarily due to: a net loss of $36.8 million;
a gain from sale of investments of $38.7 million; our minority interest of Switchboard’s losses of $31.8 million,
offset in part by a $22.2 million non-cash accounting loss on Switchboard’s Viacom transaction, an impairment of
goodwill of $12.4 million, non-cash CBS advertising of $9.7 million, the non-cash portion of our restructuring and
other charges of $7.7 million, depreciation and amortization of $7.4 million, a decrease in accounts receivable of
$6.7 million and a decrease in other non-current assets of $4.6 million.

Net cash used in financing activities in 2001 of $4.6 million was primarily due to $6.1 million in stock
repurchases pursuant to the Company’s stock buyback program, offset, in part, by proceeds from issuance of
notes payable of $1.1 million related to a computer equipment sale-leaseback transaction by Switchboard as
described below in this Item 7.

Net cash provided by investing activities in 2001 of $31.7 million was primarily related to the proceeds
from sale of investments of $39.3 million, offset, in part, by capital expenditures of $4.8 million and acquisition
of goodwill of $2.1 million.

In January 2000, we acquired ePresence Inc. (currently named ePresence Web Consulting, Inc.), a privately
held e-business services company based in Red Bank, New Jersey that specializes in web design, development
and integration. The estimated purchase price of the acquisition was approximately $10.6 million comprised of
cash and our common stock. The acquisition was accounted for, assuming the achievement of certain specified
performance measures, using the purchase method of accounting.

In May 2000, we acquired Strategic Network Designs, Inc. (currently named ePresence CRM, Inc.), a
privately held e-business services company based in Clark, New Jersey, that specializes in customer relationship
management, e-mobility, wireless and custom application solutions. The total purchase price was $22.1 million,
comprised of cash and our common stock. The transaction was accounted for using the purchase method of
accounting.

On November 24, 2000, Switchboard acquired Envenue, a wireless provider of advanced product searching
technologies designed to drive leads to traditional retailers. The transaction was accounted for as a purchase. The
total purchase price included consideration of $2.0 million in cash to be paid on or before May 24, 2002. There is
also an 18-month earn-out of up to $2.0 million contingent on performance to be paid by Switchboard on or
before July 8, 2002.
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In 2000, Switchboard raised approximately $86 million, net of expenses, through an initial public offering
of its common stock.

In 2000, we sold shares of Software.com common stock resulting in a net realized gain of approximately
$44.6 million. On November 17, 2000, Software.com and Phone.com merged and began doing business as
Openwave Systems, Inc. (“Openwave”). In 2001, we sold shares of Openwave common stock resulting in a net
realized gain of approximately $39.3 million.

On December 18, 2000, the Board of Directors of ePresence authorized the repurchase of up to $10.0 million
of its common stock on the open market. Repurchases of stock are at management’s discretion, depending upon
acceptable prices and availability. Funds used in the repurchase of shares come from ePresence’s existing cash and
investment balances along with cash generated from operations. As of December 31, 2001, the Company has
expended $6.3 million toward stock repurchase.

During 2001, as part of the Company’s plan to implement cost-cutting measures in its services business, the
Company recorded in total net pre-tax charges of $4.0 million related to workforce reductions, office closures
and asset write-offs and we anticipate expending approximately $2.9 million in cash over time on such actions.
At December 31, 2001, the Company had utilized approximately $2.4 million in total of the liability of which
approximately $1.4 million was severance related costs, and the remainder related to office closures and asset
write-offs.

During 2001, Switchboard recorded net pre-tax restructuring and other charges of $7.0 million related to
impairment of certain assets, facility closures and workforce reduction. Switchboard expects to spend
approximately $1.3 million in 2002 related to the restructuring.

In March 2001, Switchboard entered into a computer equipment sale-leaseback agreement with Fleet
Capital Corporation. Under the agreement, Switchboard will lease $1.1 million of computer equipment over a
three-year period ending on June 28, 2004. Upon the expiration of the lease, Switchboard has the option to
purchase the leased assets for one dollar. The agreement has an estimated effective annual percentage rate of
approximately 7.90%. Under the terms of the agreement, Switchboard is required to maintain on deposit with
Fleet National Bank a compensating balance, restricted as to use. The compensating balance is adjusted on a
quarterly basis to an amount equal to the principal outstanding under the lease. As of December 31, 2001,
Switchboard has recorded $0.9 million as restricted cash. Switchboard anticipates total payments under the lease
in 2002 will be approximately $0.4 million.

For a discussion of the Company’s lease commitments, see Note 11, Commitments and Contingencies, in
the Company’s Notes to Consolidated Financial Statements for the year ended December 31, 2001 which are
incorporated from Jtem 8 herein.

The Company has received a commitment letter from Silicon Valley Bank regarding a $10.0 million
working capital line of credit and providing for borrowings at Silicon Valley Bank’s prime rate. The Company is
working with Silicon Valley Bank toward the finalization of terms and conditions and the execution of definitive
loan documents. The Company had no borrowings under any credit facilities outstanding at either December 31,
2001 or December 31, 2000.

We believe that existing cash and marketable securities, combined with cash expected to be generated from
operations, will be sufficient to fund the Company’s operations through at least the next 12 months.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The Company considers certain accounting policies related to revenue recognition, accounts receivable,
consolidation of Switchboard results with its financial results, impairment of long-lived assets and valuation of
deferred tax assets to be critical policies due to the estimation processes involved in each.
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Revenue Recognition

The Company recognizes services revenues pursuant to time and material contracts generally as services are
provided. Services revenues pursuant to fixed-fee contracts are generally recognized as services are rendered on
the percentage-of-completion method of accounting (based on the ratio of costs incurred to total estimated costs)
with revisions to estimates reflected in the period which changes become known. Service revenues include
customer reimbursements for out-of-pocket expenses.

The Company’s services business derives a significant portion of its revenue from fixed-price, fixed-time
contracts, which require the accurate estimation of the cost, scope and duration of each engagement. If the
Company does not accurately estimate the resources required or the scope of time to satisfy its obligations under
the contracts, then future consulting margins may be significantly and negatively affected or losses on existing
contracts may need to be recognized. Any such resulting reductions in margins or contract losses could be
material to the Company’s results of operations.

The Company’s subsidiary, Switchboard, generates its revenue from web site advertising, syndication and
licensing fees for its directory technologies, and its merchant aggregation program. Revenue from advertising is
recognized as the services are delivered, provided that no significant Switchboard obligations remain and
collection of the resulting receivable is probable. Revenue from revenue-sharing agreements is recognized in the
period following that in which the services are provided and when the revenue fee is determinable. Syndication
and licensing revenues and related costs are recognized ratably over the term of the contract. Subscription fees
are recognized over the period that the local merchant web site is in place, usually on a monthly basis. Customer
acquisition fees are recognized when the local merchant web site construction is complete. Revenue from
advertising barter (Switchboard receives promotion in exchange for promotion on the Switchboard’s web site or
through direct e-mail distributions) has been valued based on similar cash transactions, which occurred within six
months prior to the date of the barter transaction. Revenues from other non-monetary transactions are recorded at
the fair value of the goods or services provided or received, whichever is more readily determinable.

Deferred revenue is principally comprised of billings in excess of recognized revenue relating to consulting
engagements, advertising agreements and licensing fees received in advance of revenue recognition.

Accounts Receivable

We perform ongoing credit evaluations of our customers and adjust credit limits based upon payment
history and the customer’s current credit worthiness, as determined by our review of their current credit
information. We continuously monitor collections and payments from our customers and maintain a provision for
estimated credit losses based upon our historical experience and any specific customer collection issues that we
have identified. While such credit losses have historically been within our expectations and the provisions
established, we cannot guarantee that we will continue to experience the same credit loss rates that we have in the
past. Since our accounts receivable at December 31, 2001 are concentrated in a relatively few number of
customers (two customers account for 42% of accounts receivable at December 31, 2001), a significant change in
the liquidity or financial position of any one of these customers could have a material adverse impact on the
collectibility of our accounts receivables and our future operating results.

Consolidation of Switchbeard results with the financial results of the Company

Historically, Switchboard’s results have been consolidated with the Company’s financial results, due to
either the Company’s majority ownership of Switchboard or its control of the Switchboard Board of Directors as
a result of a Voting Rights Agreement by and among the Company, Switchboard and Viacom. However, in
January 2001, as a result of the termination of this Voting Rights Agreement and the Company’s ownership then
being 38%, the Company ceased to consolidate Switchboard’s results with its financial results, for the first three
quarters of 2001. In connection with the Viacom transaction discussed in Note 23 in the Company’s Notes to
Consolidated Financial Statements, the Company became owner of approximately 54% of Switchboard’s
outstanding stock in October 2001. This change in ownership percentage resulted in the Company consolidating
Switchboard’s revenues, expenses and other income and expense in the Company’s consolidated statement of
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operations while the minority interest in Switchboard is eliminated through consolidated other income and
expense. The Company has retroactively consolidated Switchboard’s results from operations beginning on
January 1, 2001 in order for the consolidated results of operations to be presented consistently with the results of
operations of 2000 and 1999. In addition, Switchboard’s assets and liabilities are consolidated in the Company’s
consolidated balance sheet as of December 31, 2001. At December 31, 2001, the Company owned 9,802,421
shares of Switchboard or an approximate 54% interest.

Impairment of Long-lived Assets

The Company’s long-lived assets include goodwill and acquired intangible assets pursuant to its acquisition
of ePresence, Inc. (currently named ePresence Web Consulting, Inc.) in January 2000 and its acquisition of \
Strategic Network Designs, Inc. (currently named ePresence CRM, Inc.) in May 2000. At December 31, 2001, j
the Company had $14.8 million of goodwill and other intangible assets, accounting for approximately 8.6% of :
the Company’s total assets. The Company evaluates the net realizable value of its goodwill and intangibles on an
ongoing basis, relying on a number of factors including operating results, business plans, budgets, economic
projections and undiscounted cash flows. In addition, the Company’s evaluation considers non-financial data
such as market trends, project development cycles and changes in management’s market emphasis. During 2001,
based on economic conditions and each business unit’s actual and forecasted operating results, it became
apparent that the carrying value of the acquired intangible assets and goodwill had been impaired. In September
2001, a charge of $12.4 million was recorded related to the impairment of goodwill measured as the amount by
which the carrying amount exceeded the present value of the estimated discounted future cash flows for
goodwill.

In 2002, Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other Intangible
Assets” became effective and as a result, we will cease to amortize approximately $14.8 million of goodwill. We
had recorded approximately $2.7 million of amortization during 2001 and would have recorded approximately
$1.8 million of amortization during 2002. In lieu of amortization, we are required to perform an initial
impairment review of our goodwill in 2002 and an annual impairment review thereafter. We currently do not
expect to record an impairment charge upon completion of the initial impairment review. However, there can be
no assurance that at the time the review is completed a material impairment charge will not be recorded.

Valuation of Deferred Tax Assets

As part of the process of preparing our Consolidated Financial Statements, we are required to estimate our
income taxes in each of the jurisdictions in which we operate. The process involves us estimating our actual
current tax exposure together with assessing temporary differences resulting from differing treatment of items,
such as deferred revenue, for tax and accounting purposes. These differences result in deferred tax assets and
liabilities, which are included within our consolidated balance sheet. We must then assess the likelihood that our
deferred tax assets will be recovered from future taxable income and to the extent we believe that recovery is not
likely, we must establish a valuation allowance. To the extent we establish a valuation allowance or increase this
allowance in a period, we must include an expense within the tax provision in the statement of operations.

Significant management judgment is required in determining our provision for income taxes, our deferred
tax assets and liabilities and any valuation allowance recorded against our net deferred tax assets. We have
recorded a valuation allowance of $50.6 million as of December 31, 2001, due to uncertainties related to our
ability to utilize some of our deferred tax assets, primarily consisting of certain net operating losses
carryforwards and tax credits, before they expire. The valuation allowance is based on our estimates of taxable
income by jurisdiction in which we operate and the period over which our deferred tax assets will be recoverable.
In the event that actual results differ from these estimates or we adjust these estimates in future periods we may
need to establish an additional valuation allowance which could materially impact our financial position and
results of operations.

The net deferred tax asset as of December 31, 2001 was approximately $1.0 million, net of a valuation
allowance of $50.6 million.
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RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) No. 141, “Business Combinations”. SFAS No. 141 requires all business
combinations initiated after June 30, 2001 to be accounted for using the purchase method.

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets”. With the adoption
of SFAS No. 142, goodwill is no longer subject to amortization over its estimated useful life, but instead
goodwill is subject to at least an annual assessment for impairment by applying a fair-value-based test. The
Company is currently evaluating the ultimate impact of this statement on its results of operations and financial
position.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations”. This
statement addresses financial accounting and reporting for obligations associated with the retirement of tangible
long-lived assets and the associated asset retirement costs. It applies to legal obligations associated with the
retirement of long-lived assets that result from the acquisition, construction, development and/or the normal
operation of a long-lived asset, except for certain obligations of lessees. This statement amends FASB Statement
No. 19 and is effective for financial statements issued for fiscal years beginning after June 15, 2002, The
Company is currently evaluating the ultimate impact of this statement on its results of operations and financial
position.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets”. This statement supersedes FASB Statement No. 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed of”, and the accounting and reporting provisions of APB
Opinion No. 30, “Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Cccurring Events and Transactions”. This statement
requires that one accounting model be used for Jong-lived assets to be disposed of by sale, whether previously
held and used or newly acquired, and it broadens the presentation of discontinued operations to include more
disposal transactions. The provisions of this statement are effective for financial statements issued for fiscal years
beginning after December 15, 2001, and interim periods within those fiscal years, with early adoption permitted.
The Company is currently evaluating the ultimate impact of this statement on its results of operations and
financial position.

FACTORS AFFECTING FUTURE OPERATING RESULTS

Certain of the information contained in this Annual Report on Form 10-K, including, without limitation,
information with respect to our plans and strategy for our business, statements relating to the sufficiency of cash
and cash equivalent balances, anticipated expenditures, the anticipated effects of our cost reduction measures
including the discontinuation of our operations in Europe and Australia, and our sales and marketing and product
development efforts, consists of forward-looking statements. Any statements contained herein that are not
statements of historical fact may be deemed to be forward-looking statements. Without limiting the foregoing,
the words “believes,” “expects,” “anticipates,” “plans,” and similar expressions are intended to identify forward-
looking statements. Important factors that could cause actual results to differ materially from the forward-looking
statements include the following factors:

LETS

The recent stock market decline and broad economic slowdown has affected the demand for services,
lengthened the sales cycles and caused decreased technology spending for many of our customers and potential
customers. If companies continue to cancel or delay their business and technology consulting initiatives because
of the current economic climate, or for other reasons, our business, financial condition and results of operations
could be materially adversely affected.

During the first quarter of 2002 and in 2001, we restructured our operations through workforce reductions
and office closures. Such restructurings could have an adverse effect on our business, including on our ability to
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attract and retain customers and employees, and there can be no assurance that we will achieve the anticipated
financial benefits of these restructurings. In addition, there can be no assurance that our workforce reductions
will not have a material adverse effect on our business and operating results in the future.

Our future success will depend in part upon our ability to continue to grow our services business, enter into
new strategic alliances, acquire additional services customers and adapt to changing technologies and customer
requirements. Any failure to do so could have a material adverse effect on us. We have a limited operating
history as a services company. In addition, the market for our consulting services and the technologies used in
our solutions have been changing rapidly and we expect this level of change to continue. If we cannot keep pace
with these changes in our marketplace, our business, financial condition and results of operations will suffer.
There can be no assurance we will be successful in our strategic focus on services, including e-services.

We sell our services principally through a direct sales force to customers in a broad range of industries. We
do not require collateral or other security to support customer receivables. Conditions affecting any of our clients
could cause them to become unable or unwilling to pay us in a timely manner, or at all, for services we have
already performed. Our financial results and condition could be adversely affected by credit losses.

We entered into a number of partnerships and alliances with software vendors under which we provide
services around such vendors’ products. Any failure of these alliances to generate the anticipated level of sales,
the loss of one or more of these alliances, or the failure to enter into additional strategic alliances, could have a
material adverse effect on us.

We are dependent upon the continued services of our key management and technical personnel. In addition,
as a services company, our business is particularly dependent on our employees. Competition for qualified
personnel is strong, and there can be no assurance we will be able to attract and retain qualified management and
other employees.

In 1699, we announced our intention to acquire additional professional services companies in an attempt to
strengthen our expanding consulting services business activities. In 2000, we completed two acquisitions,
described elsewhere herein. Any failure by us to effectively identify and acquire additional companies, integrate
and assimilate acquired companies, and any failure of acquired companies to perform as expected, could have a
material adverse effect on us.

In 2001, we determined that the goodwill recorded in connection with two prior acquisitions was impaired
and recorded a charge. There can be no assurance that we will not experience similar impairment losses in the
future. Any such loss could adversely and materially impact our results of operations and financial condition.

In 2001 we terminated operations in Australia and The Netherlands and during the first quarter of 2002
elected to close our operations in the United Kingdom and Germany. There can be no assurance that the
termination of our international operations will positively affect our operating results.

We were not profitable during 2001, and there can be no assurance we will return to profitability in 2002 or
in any future period. Continued losses could have a material adverse effect on our liquidity and capital resources.

Cur operating expenses are largely based on anticipated revenue trends, and a high percentage of our

expenses, such as personnel and rent, are and will continue to be fixed in the short-term. We may not be able to

quickly reduce spending if our revenues are lower than we had projected. As a result, an unanticipated decrease

in the number, or an unanticipated slowdown in the scheduling, of our projects may cause significant variations

in operating results in any particular quarter and could have a material adverse effect on operations for that |
|
|
|
|
|
[

quarter. If we do not achieve our expected revenues, our operating results will be below our expectations and the
expectations of investors and market analysts, which could cause the price of our common stock to decline. Cur
quarterly operating results have varied significantly in the past and will likely vary significantly in the future,
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making it difficult to predict future performance. These variations result from a number of factors, many of
which are outside of our control. Because of this difficulty in predicting future performance, our operating results
will likely fall below the expectations of securities analysts or investors in some future quarter or quarters. Our
failure to meet these expectations would likely adversely affect the market price of our common stock.

The market for our products is highly fragmented and characterized by continuing technological
developments, evolving and competing industry standards, and changing customer requirements. We expect
competition to persist and intensify in the future. Some of our competitors have longer operating histories and
significantly greater financial, technical, marketing and other resources than we do. Many of these companies can
also leverage extensive customer bases, have broad customer relationships and have broad industry alliances,
including relationships with certain of our current and potential customers. In addition, certain competitors may
adopt aggressive pricing policies or may introduce new services. Competitive pressures may make it difficult for
us to acquire and retain customers and could require us to reduce the price of our services. We cannot be certain
that we will be able to compete successfully with existing or new competitors. Our failure to maintain and
enhance our competitive position would limit our ability to retain and increase our market share, resulting in
serious harm to our business and operating results.

Our future success depends on the increased acceptance and use of advanced technologies as a means for
conducting commerce and operations. If use of these advanced technologies does not continue to grow, or grows
more slowly than expected, our revenue growth could slow or decline and our business, financial condition and
results of operations could be materially adversely affected. Businesses may delay adoption of advanced
technologies for a number of reasons, including:

° inability to implement and sustain profitable business models using advanced technologies;
¢ inadequate network infrastructure or bandwidth;

* delays in the development or adoption of new technical standards and protocols required to handle
increased levels of usage;

* delays in the development of security and authentication technology necessary to effect secure
transmission of confidential information; and

o failure of companies to meet their customers’ expectations in delivering goods and services using
advanced technologies.

Our services rely upon third-party technologies. Our business could be harmed if providers of such software
and technology utilized in connection with our services ceased to deliver and support reliable products, enhance
their current products in a timely fashion or respond to emerging industry standards. In addition, if we or our
customers cannot maintain licenses to key third-party software, provision of our services could be delayed until
equivalent software could be licensed and integrated into our services, or we might be forced to limit our service
offerings. Either alternative could materially adversely affect our business, operating results and financial
condition.

Some of our contracts can be canceled by the customer with limited advance notice and without significant
penalty. Termination by any customer of a contract for our services could result in a loss of expected revenues
and additional expenses for staff which were allocated to that customer’s project. We could be required to
maintain underutilized employees who were assigned to the terminated contract. The unexpected cancellation or
significant reduction in the scope of any of our large projects could have a material adverse effect on our
business, financial condition and results of operations.

A significant portion of our projects are based on fixed-price, fixed-timeframe contracts, rather than
contracts in which payment to us is determined on a time and materials basis. Qur failure to accurately estimate
the resources required for a project, or our failure to complete our contractual obligations in a manner consistent
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with the project plan upon which our fixed-price, fixed-timeframe contract was based, could adversely affect our
overall profitability and could have a material adverse effect on our business, financial condition and results of
operations. We have been required to commit unanticipated additional resources to complete projects in the past,
which has resulted in losses on those contracts. We will likely experience similar situations in the future and the
consequences could be more severe than in the past, due to the increased size and complexity of our
engagements. In addition, we may fix the price for some projects at an early stage of the process, which could
result in a fixed price that turns out to be too low and, therefore, would adversely affect our business, financial
condition and results of operations.

Because our proposed credit facility with Silicon Valley Bank is subject to final documentation, there can be
no assurance such facility will be made available to us.

We own 9,802,421 shares of Switchboard’s common stock, which is traded on the Nasdaq National Market.
The trading price of Switchboard’s common stock is likely to be volatile and may be influenced by many factors,
including, without limitation, variations in financial results, changes in earnings estimates by industry research
analysts, the failure or success of branding and strategic initiatives and investors’ perceptions. Volatility in the
trading price of Switchboard’s common stock could have a material adverse effect on our financial condition. In
addition, due to our level of ownership of Switchboard, the trading price of our common stock is likely to be
influenced by the trading price of Switchboard’s common stock. If Switchboard’s trading price declines, the
trading price of our common stock will likely decline as well.

Switchboard’s results of operations are consolidated as part of our results of operations. Switchboard, which
has a history of incurring net losses, expects its net losses to continue partially through 2002 and may never
achieve profitability. In addition, Switchboard’s quarterly results of operations have fluctuated significantly in
the past and are likely to fluctuate significantly from quarter to quarter in the future. Factors that may cause
Switchboard’s results of operations to fluctuate include:

o the success of Switchboard’s relationship with ACL;

» the addition or loss of relationships with third parties that are Switchboard’s source of new merchants
for its local merchant network or that license Switchboard’s services for use on their own web sites;

¢ Switchboard’s ability to attract and retain consumers, local merchants and national advertisers to its web
site;

= the amount and timing of expenditures for expansion of Switchboard’s operations, including the hiring
of new employees, capital expenditures and related costs;

o technical difficulties or failures affecting Switchboard’s systems or the Internet in general;
e the cost of acquiring, and the availability of, content, including directory information and maps;

o Switchboard’s expenses, which are largely fixed, particularly in the short-term, are partially based on
expectations regarding future revenue; and

o Switchboard’s ability to attract and retain highly skilled managerial and technical personnel.

In addition, Switchboard has only a limited operating history and until March 2000 had no operating history
as a stand-alone company and no experience in addressing various business challenges without the support of a
corporate parent. It may not be successful as a stand-alone company.

Wiliiam P. Ferry, our Chairman of the Board, President and Chief Executive Officer, is Switchboard’s
Chairman of the Board, and Richard M. Spaulding, our Senior Vice President and Chief Financial Officer, and
Robert M. Wadsworth, one of our directors, are directors of Switchboard. Serving as a director of Switchboard
and as either a director or an officer of ePresence could create, or appear to create, potential conflicts of interest
when those directors and officers are faced with decisions that could have different implications for us than for
Switchboard. Such conflicts, or potential conflicts, of interest could hinder or delay our management’s ability to
make timely decisions regarding significant matters relating to our business.

22




Because of the foregoing factors and the other factors we have disclosed from time to time, we believe that
period-to-period comparisons of our financial results are not necessarily meaningful and you should not rely
upon these comparisons as indicators of our future performance. We expect that our results of operations may
fluctuate from period-to-period in the future.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Marketable Securites

Consolidated, the Company had $88.2 million of marketable securities as of December 31, 2001, which are
invested in U.S. agencies, bonds and notes and repurchase agreements. Each ten percent decrease in the market
value of these securities would decrease the Company’s total assets by $8.8 million. While the Company has in
the past used hedging contracts to manage exposure to changes in the value of marketable securities, the
Company is not currently a party to any such contract. The Company may use hedging contracts in the future. A
significant decline in the value of the Company’s marketable securities would have a material adverse effect on
the Company’s financial condition.

Interest Rate

The Company is exposed to fluctuations in interest rates. A significant portion of the Company’s cash is
invested in short-term interest-bearing securities. Assuming an average investment level in short-term interest-
bearing securities of $20.7 million (which approximates the average amount invested in these securities during
the twelve months ended December 31, 2001), each one percentage point decrease in the applicable interest rate
would result in a $0.2 million decrease in annual investment income. The Company does not currently use
interest rate derivative instruments to manage exposure to interest rate changes. To date, interest rate fluctuations
have not had a material effect on the Company’s operating results or financial condition.

Foreign Currency

Most of the Company’s international revenues are denominated in foreign currencies. During the twelve
months ended December 31, 2001, foreign currency translation resulted in a $110,000 loss in net revenues. The
Company’s exposure is mitigated, in part, by the fact that it incurs certain operating costs in the same foreign
currencies in which revenues are denominated. The Company does not currently use foreign currency hedging
contracts to manage exposure to foreign currency fluctuations. To date, foreign currency exchange rate
fluctuations have not had a material effect on the Company’s operating results or financial condition.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To ePresence, Inc.:

We have audited the accompanying consolidated balance sheet of ePresence, Inc. (a Massachusetts
corporation) and subsidiaries as of December 31, 2001 and the related consolidated statements of operations,
shareholders’ equity and cash flows for the year then ended. These financial statements are the responsibility of
the Company’s management. Qur responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of ePresence, Inc. and subsidiaries as of December 31, 2001, and the results of their operations and their
cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States.

/s/ Arthur Andersen LLP

Boston, Massachusetts
January 30, 2002

(except for Note 23, as for
which the date is March 12,
2002)
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Directors and Shareholders of ePresence, Inc.:

In our opinion, the consolidated balance sheet as of December 31, 2000 and the related consolidated
statements of operations, shareholders’ equity and cash flows for each of the two years in the period ended
December 31, 2000 (appearing on pages 27 through 30 of this Form 10-K) present fairly, in all material respects,
the financial position, results of operations and cash flows of ePresence, Inc. and its subsidiaries at December 31,
2000 and for each of the two years in the period ended December 31, 2000, in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the responsibility of
the Company’s management; our responsibility is to express an opinion on these financial statements based on
our audits. We conducted our audits of these statements in accordance with auditing standards generally accepted ‘
in the United States of America, which require that we plan and perform the audit to obtain reasonable assurance i
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

/s/ PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP

Boston, Massachusetts
February 1, 2001
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ePRESENCE, INC.
CONSOLIDATED BALANCE SHEETS

December 31, 2001 and 2000
(in thousands, except share and par amounts)

December 31,

2001 2000
ASSETS
Current assets:
Cash and cash equivalents, including restricted cash of $874 and $0, respectively .... $ 33,806 $ 39,726
Marketable SeCUIHES . ..ottt e 19,967 69,573
Accounts receivable, less allowances of $2,636 and $1,278, respectively ........... 11,253 18,439
Prepaid royalties ... ... 6,133 6,500
Other CUITENT ASSELS . . . oottt et e et e e e e e e e e e e e 7,102 9,089
Total CUITENE ASSES . . . o vttt e e e e e e e 78,351 143,327
Marketable SECUIHES . .. ..ottt 68,212 42,883
Property and equipment, TIEt . . .. ...ttt e 6,139 5,636
Goodwill, net of accumulated amortization of $4,885 and $2,263, respectively .......... 14,780 29,330
Cther assets, net of accumulated amortization of $843 and $876, respectively ........... 4,009 9,989
TOT AL ASSET S e $171,491 $231,165
LIABILITIES
Current liabilities:
AcCcounts Payable . ... ... e $ 7,304 $ 4,561
ACCIUEd X PIISES . o ottt e e e 13,128 12,474
OCther current liabilities . ... .. 787 737
Deferred 1eVENUE . . . . oot ottt 4,983 4,723
Current portion of long-termdebt . .. ... . .. . 2,357 239
Total current liabilities ... ....... . ... .. . . . i e 28,559 22,734
Long-term debt, net of current portion . ............. . i 518 2,000
Deferred tax Liability . .. ... o e — 682
Minority interests in consolidated subsidiaries .. ......... ... ... . . i 29,636 56,070
Commitments and contingencies (Note 11)
SHAREHOLDERS’ EQUITY
Convertible preferred stock, $.01 par value; authorized—1,000,000 shares; none issued . . . — —
Common stock, $.01 par value; authorized—100,000,000 shares; issued 26,316,039
and 26,063,646 shares, respectively . ... ... ..o 263 261
Additional paid-in capital ............ 172,960 144,725
Unearned COMPENSAtION .. ... v vttt ittt ittt e e et et (1,372)  (2,743)
Accumulated (deficit)fearnings . . ... ... . e (25,222) 11,619
Accumulated other comprehensive income . ............ . i 1,019 24,547
Treasury stock at cost; 3,393,300 and 1,893,000 shares, respectively .................. (34,870) (28,730)
Total shareholders’ equity ....... .. ... 112,778 149,679
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY ......... ..., $171,491 $231,165

The accompanying notes are an integral part of the consolidated financial statements.
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ePRESENCE, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended December 31, 2001, 2000 and 1599
(in thousands, except share and per share amounts)

Year Ended December 31,
2001 2000 1999
Revenues:
Y= 1 TP $ 51,711 $61,300 $ 37494
Switchboard .. ... .. e 16,026 20,310 8,304
Ot TEVEIUES .« . o\ ittt et e e e 67,737 81,610 45,798
Cost of Revenues:
AT . ()X J O O 35,569 33,857 22,714 s
SWitChboard . ... e 3,518 3,491 1,601 i
Total cost of revenues .. ... ..ot i e 39,087 37,348 24,315 ;
GIOSS PIOIE . . o .\t et et et et e e e e e 28,650 44,262 21,483 F
Operating Expenses:
Salesand marketing . ... ... .. 45,048 49,409 21,784
Productdevelopment ......... ... 6,701 3,473 1,923
General and adminiStrative . . ..ottt i e e 19,777 17,851 13,650
Amortization of goodwill and intangibles ............ ... .. . 10,685 3,785 866
Impairment of goodWill .. ... . i e 12,364 — —
Restructuring and other charges . ......... ... i it 10,904 — —
L0ss on ViaCom tranSaction . . ... vt eiti it ittt et ettt 22,203 — —
Total Operating eXpenses . ... ...ttt 127,682 74,518 38,223
Loss from continuing Operations .. .........c.iuirieetettriiine i (99,032) (30,256) (16,740)
Other Income/(Expense):
INtErest INCOMIE . . . .ottt it i e et et e 6,513 7,624 1,345
Minority interest in losses of Switchboard ............. ... ... ... ... .. .. ... 31,827 9,861 3,513
IntereSt EXPEIISE . vt ettt e e e e 90) 61) (100)
Gain on sale of OPenwave, Net . .. ... ...ttt 38,678 44,556 16,586
Other eXpenses, MEL . . . ..o vttt ittt e e e et e e (1,857) (2,055) (672)
Total Other INCOmME . ... ..o i e e e e e 75,071 59,925 20,672
Net (loss)/income from continuing operations before income taxes ................... (23,961) 29,669 3,932
Provision for/(benefit from) iInCOME taXes . ... ..ottt it it e nan 12,880 14,614  (22,292)
Net (loss)/income from continuing OpPerations . .............c..oouuuiiiirneenna.. (36,841) 15,055 26,224
Discontinued operations:
Income from discontinued operations (net of taxes of $3,283) ................... — — 4,925
Loss from disposal of discontinued operations (net of tax benefit of $2,000) ........ — — (3,000)
Net (J0SS)ANCOME .. .ottt e e ettt e e e e et e e e et e $(36,841) $ 15,055 $ 28,149
Net (loss)/income per share:
Basic
Continting OPerations . ... ...t er ettt ettt ans $ (160) $§ 064 $ 124
Net (10SS)INCOMIE .« . v\ o vttt ettt ie e ettt e it ettt e nenenn $ (160) $ 064 $ 133
Diluted
ContinUing OPErations . . .. ...ttt ettt et e $ (160) $ 056 $ 1.03
Net (I0SS)ANCOME .\ttt et e $ (1.60) $ 056 $ 1.11
Weighted average number of common shares:
BaSIC ottt e e e e e 22,976 23,695 21,155
DIluted ... e e e e s 22,976 26,727 25,449

The accompanying notes are an integral part of the consolidated financial statements.
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ePRESENCE, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2601, 2800 and 1999
(in thousamnds)

Year Ended December 31,
2001 2000 1999

Cash Flows from Operating Activities:

Net (I0SS)/INCOMIE . .. .ottt e e e et e et et e e e e e e $(36,841) $ 15,055 $ 28,149
Adjustments to reconcile net income to net cash (used in)/provided by operating activities:
Gain on sale of INVEStMEIS .. ... ottt ittt e e e e e (38,678) (44,556) (16,586)
Other-than-temporary unrealized loss on available for sale investments ........................ 55 714 —
Depreciation and amortization .. .........o.uuii i e 7410 5,418 2,343
MINOLEY INTETEST . . .. o et e et e e e (31,827) (9,861) (3,684)
B Loss on disposal 0f assets ... ... ... 1,407 325 —
Losson sale of subsidiary . ... ..o i s 784 — —
Discontinued operations, non-cash portion . . ... i i i e — — 600
Restructuring and other charges, non-cashportion .. .......... .. ... i i 7,665 — —
Impairment of goodwill .. .. ... .. e 12,364 — —
Amortization of unearned COMPENSAION . . .. ..\ttt vttt et e e a et e aiaeae s 1,832 870 1,000
Non-cash advertising and promotion ...t 9,680 11,610 4,069
Loss on Viacom transaction .. ............eu ittt e 22,203 — —
Deferred INCOME tAXES .« . .o\ttt et et et et e e et e e e e (712) (4,005) 8,695
Changes in operating assets and liabilities:
ACCOUNtS TeCeIVADIE . . . 6,652 (2,570) (804)
Income tax receivable . ... .. ... .. e (1,228) — —
Net discontinued liabilities ... ... ... .ottt i e et e e (599) (3,634) 2,071
Other CUITENE ASSEES . . . .ttt ettt et et e e e e e ettt a e e 607 (4,909) 212
Other NON-CUITENE ASSELS . . . .\ttt ettt ettt et e e et ettt e e e anaeeans 4,554 (5,498) 481
Prepaid royalties . ... ... ... — (6,500) —
Accounts payable and accrued compensation and eXpenses . ............ i eeaan., (779) (2,695) 846
Accrued costs for restructuring and othercharges ........ ... ... . ... .o 1,510 — —
Other current liabilities . ... ... .. — (250) (437)
Deferred reVENUE . . .. .o 314 (850) (1,429)
Net cash (used in)/provided by operating activities ..............c.iiiiiiieiiiitiiiiiiennan. (33,627) (51,336) 25,526
Cash Flows from Investing Activities:
Capital eXpenditures . ... ... .. . s 4.810) (4,303) (2,218)
Proceeds from sales of InVeStMENt .. ... .. ... i e 39,266 45,278 17,286
Acquisition of goodwill ... ... (2,144)  (27,142) —
Restricted Cash ... .ot e e e 874) —_— —
Proceeds from/(purchases of) marketable securities,met .......... ... . i, 257 (42,328)  (38,265)
Net cash provided by/(used in) investing activities . ............ioiiiit it ennne.. 31,695 (28,495)  (23,197)
Cash Flows from Financing Activities:
Sale of equity in sUbSIGIAIY, DEL . ... ...\t e 150 86,842 4,298
Proceeds from acquired debt . .. .. ... e 875 — —
Purchase of treastry StocK . . .. ..o i e (6,140) (166) —
Proceeds from stock plan purchases, stock optionsand warrants . .. ......... ... ..., 557 2,894 8,326
Net cash (used in)/provided by financing activities ........... ... .., (4,558) 89,570 12,624
Effect of exchange rate changes on cash and cashequivalents .................. ... ... ......... (214) 67 (193)
Net (decrease)/increase in cash and cash equivalents . ........ ... .. ... . i (6,704) 9,806 14,760
Cash and cash equivalents at beginning of the year ........ ... .. .. . .. . i 39,726 29,920 15,160
Cash and cash equivalents atend of the year . ..............uuiiitieriee i, $33,022  $39,726  $29,920

Supplemental Disclosures of Cash Flow Information:
Cash paid during the year for:

TIETESE . . ettt et et e e e e e e e e e e $ 9 3 61 $ 147

INCOME LAKES .« . o v v v ettt e e e e e e e e e e e e e $ 2059 $ 1,870 $ 301
Non-cash financing activity:

Corporate insurance fINANCING . ... ...ttt et e e e e $ — $ — 3% 1,029

Issuance of common stock related to Redbank acquisition .............. ... ... i $§ 576 $§ — § —

The accompanying notes are an integral part of the consolidated financial statements.
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ePRESENCE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. NATURE OF BUSINESS

ePresence, Inc., (“the Company”), has two reportable segments: services and Switchboard. The Company’s
reportable segments are managed separately as they are separately traded public companies, and market and
distribute distinct products and services. The Company’s services segment delivers professional services
including enterprise directory and security services, information technology platform services, electronic
provisioning services, next generation portal services and operations management services. The Company’s
Switchboard segment is organized as a subsidiary, Switchboard Incorporated (“Switchboard”). Switchboard is a
provider of web-hosted directory technologies and customized yellow pages platforms to yellow pages
publishers, newspaper publishers and Internet portals that offer online local directory advertising solutions to
national retailers and brick and mortar merchants across a full range of Internet and wireless platforms.
Switchboard offers a broad range of functions, content and services, including yellow and white pages, product
searching, location-based searching and interactive maps and driving directions. Historically, Switchboard’s
results have been consolidated with the Company’s financial results, due to either the Company’s majority
ownership of Switchboard or its control of the Switchboard Board of Directors as a result of a Voting Rights
Agreement by and among the Company, Switchboard and Viacom. However, in January 2001, as a result of the
termination of this Voting Rights Agreement and the Company’s ownership then being 38%, the Company
ceased to consolidate Switchboard’s results with its financial results, for the first three quarters of 2001. In
connection with the Viacom transaction discussed in Note 23 in the Company’s Notes to Consolidated Financial
Statements, the Company became owner of approximately 54% of Switchboard’s outstanding stock in October
2001. This change in ownership percentage resulted in the Company consolidating Switchboard’s revenues,
expenses and other income and expense in the Company’s consolidated statement of operations while the
minority interest in Switchboard is eliminated through consolidated other income and expense. The Company has
retroactively consolidated Switchboard’s results from operations beginning on January 1, 2001 in order for the
consolidated results of operations to be presented consistently with the results of operations of 2000 and 1999. In
addition, Switchboard’s assets and liabilities are consolidated in the Company’s consolidated balance sheet as of
December 31, 2001. At December 31, 2001, the Company owned 9,802,421 shares of Switchboard or an
approximate 54% interest.

In 1999, the Company announced the discontinuation of its software business.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The consolidated financial statements comprise those of the Company and its subsidiaries. Intercompany
accounts and transactions have been eliminated. Certain previously reported amounts have been reclassified to
conform to the current method of presentation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities, and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Cash Equivalents and Marketable Securities

The Company considers all highly liquid investments with original maturities of three months or less to be
cash equivalents. Those instruments with original maturities between three and twelve months are considered to
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ePRESENCE, INC.
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

be short-term marketable securities, and investments with maturities of greater than one year are classified as
long-term marketable securities. Cash equivalents and marketable securities are carried at market, and consist
primarily of U.S. government securities, corporate and municipal issues, and interest bearing deposits with major
banks.

In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 115, the Company classifies
all of its marketable debt and equity securities as available for sale securities. These securities are valued at their
fair value. Unrealized holding gains and losses are reported as a net amount in accumulated other comprehensive
income, a separate component of shareholders’ equity.

Property and Equipment

Property and equipment are stated at cost. Depreciation is computed using the straight-line method over the
following estimated asset lives:

Computers and peripherals ........... ... . ... 0 i 3 years
BQUipment ... ...ttt e 3-5 years
Furniture and fixtures ............ ... .. i 5 years

Maintenance and repairs are charged to expense when incurred, while betterments are capitalized. Leasehold
improvements are amortized over the lesser of the lease term or the life of the asset. When property is retired or
otherwise disposed of, the related cost and accumulated depreciation are removed from the respective amounts
and any gain or loss is reflected in operations.

Revenue Recognition

The Company recognizes services revenues pursuant to time and material contracts generally as services are
provided. Services revenues pursuant to fixed-fee contracts are generally recognized as services are rendered on
the percentage-of-completion method of accounting (based on the ratio of costs incurred to total estimated costs)
with revisions to estimates reflected in the period which changes become known. Service revenues include
customer reimbursements for out-of-pocket expenses.

The Company’s subsidiary, Switchboard, generates its revenue from web site advertising, syndication and
licensing fees for its directory technologies, and its merchant aggregation program. Revenue from advertising is
recognized as the services are delivered, provided that no significant Switchboard obligations remain and
collection of the resulting receivable is probable. Revenue from revenue-sharing agreements is recognized in the
period following that in which the services are provided and when the revenue fee is determinable. Syndication
and licensing revenues and related costs are recognized ratably over the term of the contract. Subscription fees
are recognized over the period that the local merchant web site is in place, usually on a monthly basis. Customer
acquisition fees are recognized when the local merchant web site construction is complete. Revenue from
advertising barter (Switchboard receives promotion in exchange for promotion on Switchboard’s web site or
through direct e-mail distributions) has been valued based on similar cash transactions, which occurred within six
months prior to the date of the barter transaction. Revenues from other non-monetary transactions are recorded at
the fair value of the goods or services provided or received, whichever is more readily determinable.

Deferred revenue is principally comprised of billings in excess of recognized revenue relating to consulting
engagements, advertising agreements and licensing fees received in advance of revenue recognition.
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ePRESENCE, INC.
NQOTES TO CONSOLIDATED FINANCTAL STATEMENTS—(Continued)

Foreign Currency Translation

The Company’s subsidiaries generally use the local currency as the functional currency; assets and liabilities
are translated into U.S. dollars at the period ended exchange rate, and income and expense amounts are translated
using the average rate prevailing for the period. Adjustments resulting from translation are included in
accumulated other comprehensive income.

Minority Interest

Minority interest in consolidated subsidiary represents minority shareholders’ proportionate share of the
equity in the Company’s subsidiary, Switchboard. At December 31, 2001, the Company owned approximately
54% of Switchboard’s outstanding common stock.

Concentration of Credit Risk and Significant Customers

SFAS No. 105, “Disclosure of Information About Financial Instruments with Off Balance Sheet Risk and
Financial Instruments with Concentrations of Credit Risk,” requires disclosure of any significant off balance
sheet and credit risk concentrations. Financial instruments that subject the Company to the potential for credit
risk consist primarily of trade accounts receivable. The Company performs ongoing credit evaluations of its
customers’ financial condition but does not require collateral. Historically, the Company has not experienced
significant losses related to its accounts receivable. One customer accounted for 11% of revenue in 2001. No one
customer accounted for more than ten percent of consolidated revenues in 2000 and 1999. In 2001, the majority
of the Company’s European revenue was concentrated in Germany and the United Kingdom. In 2000 and 1999,
the majority of the Company’s European revenue was concentrated in Germany, the United Kingdom and The
Netherlands. The majority of the revenue in the other category is concentrated in Australia for all years
presented. At December 31, 2001, two customers accounted for 42% of consolidated net accounts receivable. At
December 31, 2000, no customers accounted for more than 10% of consolidated net accounts receivable. At
December 31, 2001 and 2000, approximately 4% and 13% of consolidated net accounts receivable represent
accounts denominated in foreign currencies that are translated at year-end exchange rates. For the years ended
December 31, 2001, 2000 and 1999, foreign sales accounted for 10%, 13% and 26% of total revenues,
respectively.

The Company invests its cash and cash equivalents primarily in deposits and money market funds with two
commercial banks. The Company has not experienced any losses to date on its invested cash.

The Company sells its services principally through a direct sales force to customers in a broad range of
industries. The Company performs ongoing credit evaluations of its customers but does not require collateral or
other security to support customer receivables. The Company maintains reserves for credit losses, and to date,
such losses have been within management’s expectations.

Income Taxes

The Company accounts for income taxes under the asset and liability method. Under this method, deferred
tax assets and liabilities are recognized for the estimated future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases.
Deferred tax assets and liabilities are measured using enacted rates in effect for the year in which those
temporary differences are expected to be recovered or settled. A deferred tax asset is established for the expected
future benefit of net operating loss and credit carryforwards. A valuation reserve against net deferred tax assets is
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ePRESENCE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

required if, based upon available evidence, it is more likely than not that some or all of the deferred tax assets
will not be realized.

Derivative Instruments and Hedging

In June 1998, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities.” The standard establishes accounting and reporting standards for
derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging
activities. At December 31, 2001, the Company had no derivative investments in place.

Comprehensive Income

The Company applies the provisions of SFAS No. 130, “Reporting Comprehensive Income”, which
establishes standards for reporting and displaying comprehensive income and its components in the consolidated
financial statements. Comprehensive income is defined as the change in equity of a business enterprise during a
period from transactions and other events and circumstances from non-owner sources. The Company has disclosed
comprehensive income/(loss) for all periods presented in the accompanying statements of shareholders’ equity.

Advertising Expense

Advertising costs are expensed as incurred and totaled $22,061,040, $16,719,299 and $6,114,543 in the
years ended December 31, 2001, 2000 and 1999, respectively. In 2001, 2000 and 1999, the advertising costs
included $9,680,382, $11,824,194 and $4,069,246, respectively, of non-cash advertising received from Viacom
Inc. (“Viacom”, formerly CBS, see Note 23).

NOTE 3. MARKETABLE SECURITIES

Marketable securities consisted of the following at December 31, 2001 and 2000 (in thousands):

2001 2000
Fair Fair
Security Type Value Cost Value Cost
Maturing within one year:
Common Stock . ...\t $ — $ — $38387 § 588
U.S. treasury NOtES .. ..ottt e 8,185 8,080 1,247 1,225
Commercial paper/agencies ... .............coveniinn.. 6,152 6,003 12,576 12,506
U.S. corporate debt securities ................ceuninernnnnn. 3,623 3,624 11,610 11,588
Marketable CD’s ... ... i 2,001 2,001 4,183 4,186
WaAITANTS © oottt e e 6 6 61 61
Municipal obligations .......... .. ... ... i — — 1,509 1,502

$19,967 $19,714 $69,573 $31,656

Maturing after one year through five years:

Commercial paper/agencies . .............ooiiiiiinan.. 18,932 18,197 12,416 12,126
US. treasury notes .. ... vet ittt 16,218 15,718 1,017 1,010
U.S. corporate debt securities ...............cvvvvniunennen 27,491 26,970 23,916 23,685
Municipal obligations ........ ... ... . i 5,571 5,511 5,534 5,514

$68,212 $66,396 $42,883 $42,335

Unrealized gains/(losses) are included in shareholders’ equity and accumulated other comprehensive
income, net of tax.
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ePRESENCE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

NOTE 4. PROPERTY AND EQUIPMENT

Property and equipment consists of the following at:

December 31,
2001 2000

(in thousands)
Computer and peripherals . . ... .. ... . .. $ 7,726 $19,277
Bquipment . . . ... o e 5,090 9,524
Furniture and fixture . ... .. oo e e 1,663 2,263
Leasehold improvements ... ...........cuuinnt e 1,770 3,411
TOtal COSE vt ittt et e e e e 16,249 34,475
Accumulated depreciation and amortization . ............. .. .c0a i, (10,110) (28,839)

$ 6,139 $ 5,636

Depreciation expense during 2001, 2000 and 1999 was $3,120,000, $2,194,000 and $1,931,000,
respectively. At December 31, 2001, 2000 and 1999, 4%, 5% and 8%, respectively, of the Company’s fixed
assets were deployed or resided internationally. The principal international locations were the United Kingdom,
Germany, The Netherlands and Australia.

NOTE 5. DEBT

Subsequent to year-end, the Company received a commitment letter from Silicon Valley Bank regarding a
$10.0 million working capital line of credit providing for borrowings at Silicon Valley Bank’s prime rate. The
Company is working with Silicon Valley Bank toward the finalization of terms and conditions and the execution
of definitive loan documents. The Company had no borrowings under any credit facilities outstanding at either
December 31, 2001 or December 31, 2000.

On November 24, 2000, Switchboard acquired Envenue Inc., a wireless provider of advanced product
searching technologies designed to drive leads to traditional retailers. The transaction was accounted for as a
purchase. The total purchase price included consideration of $2,000,000 in cash to be paid on or before May 24,
2002. There is also an 18-month earn-out of up to $2,000,000 contingent on performance to be paid by
Switchboard on or before July 8, 2002.

In March 2001, Switchboard entered into a computer equipment sale-leaseback agreement with Fleet
Capital Corporation under which Switchboard was able to lease up to $3,000,000 of equipment. Under the
agreement, Switchboard will lease computer equipment over a three-year period ending on June 28, 2004. As of
December 31, 2001, Switchboard has utilized $1,101,000 of this lease facility. The period in which Switchboard
was able to draw down additional amounts against the lease has expired, and thus the remaining lease facility is
no longer available to Switchboard. Upon the expiration of the lease, Switchboard has the option to purchase the
leased assets for one dollar. The agreement has an estimated effective annual percentage rate of approximately
7.90%. Under the terms of the agreement, Switchboard is required to maintain on deposit with Fleet National
Bank a compensating balance, restricted as to use. The compensating balance is adjusted on a quarterly basis to
an amount equal to the principal outstanding under the lease. As of December 31, 2001, Switchboard recorded
$874,000 as restricted cash. Switchboard has accounted for the transaction as a capital lease. Switchboard
anticipates total payments under the lease in 2002 will be approximately $413,000.
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ePRESENCE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

NOTE 6. ACQUISITIONS

In January 2000, the Company acquired ePresence, Inc. (currently named ePresence Web Consulting, Inc.
and hereinafter defined as “EPI”), a privately held business services company based in Red Bank, New Jersey
that specializes in web design, development and integration. Consideration for the acquisition was $10,614,000
and was comprised of cash and common stock. Through December 31, 2001, approximately $10,037,000 of cash
was paid and 96,170 shares of common stock valued at $577,000 were issued based upon the achievement of
. certain performance measures. The common stock was issued to the former stockholders and was related to the
original purchase and was not based on employee retention or other consideration for services. The acquisition
has been accounted for using the purchase method of accounting. The Company recorded gross intangibles of
approximately $10,082,000 excluding impairment charge, which is being amortized over a ten-year period.

A summary of the assets acquired and liabilities assumed in the EPI acquisition follows (in thousands):

Estimated fair values

ASSEES ACQUITEA . . . . oottt et e e $ 1,553
Liabilities assumed . . .. ..ottt e e e (1,021)
Goodwill (amortized by the straight-line method over 10years) ..................... 9,505
Contingent common stock settlement . ...........v i 577
PUrChase Price . ... .ottt e e 10,614
Less cash acquired and common stock settlement . ........... ... .. ... . ..., 597
Netcash paid .. ... o i $10,017

In May 2000, the Company acquired Strategic Network Designs, Inc. (currently named ePresence CRM,
Inc. and hereinafter defined as “SND”), a privately held business services company based in Clark, New Jersey
that specializes in customer relationship management, e-mobility, wireless and custom application solutions. The
total purchase price of $22,085,000, excluding transaction expenses, included consideration of $17,585,000 in
cash, 221,713 shares of common stock valued at $2,356,000 and a one-year earnout which totaled $2,144,000
contingent on performance. The common stock was issued to former stockholders of SND and was related to the
original purchase and was not based on employee retention or other consideration for services. The acquisition
has been accounted for using the purchase method of accounting. The Company recorded gross intangibles of
approximately $21,946,000 excluding impairment charge, which has been amortized over a ten-year period.

A summary of the assets acquired and liabilities assumed in the SND acquisition follows (in thousands):

Estimated fair values

ASSELs ACqUITEA . .« o vttt e $ 3,073
Liabilities assumed . ... oottt e e e e e e (2,934)
Goodwill (amortized by the straight-line method over 10 years) ..................... 19,802
Contingent cash settlement . ........... .. . .. .. i e 2,144
Purchase price . ...... ... ciiuiii e 22,085
Less cash acquired . ... .. ..ottt e e e (556)
Netcash paid ... ..ot e e e e e $21,529
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Due to the decline in current business conditions, the Company initiated a cost savings program and
realigned resources to focus on profit contribution and core opportunities. Based upon impairment analyses
which indicated that the carrying amount of the goodwill and purchased intangible assets would not be fully
recovered through estimated undiscounted future operating cash flows, a charge of $12,364,000 was recorded
during the year ended December 31, 2001. The impairment of goodwill was measured as the amount by which
the carrying amount exceeded the present value of the estimated discounted future cash flows attributable to such
goodwill.

The following are the Company’s unaudited pro forma results for the year ended December 31, 1999 as
compared to the unaudited pro forma results for the twelve months ended December 31, 2000, assuming the
acquisitions occurred on January 1, 1999 (in thousands, except for per share data).

Years ended December 31,

2000 1999
(pro forma)

NELTEVEINUES . o oot ittt ettt et e e e e e e e $ 88,167 $ 62,144
Net (loss) from continuing Operations . ..............c.cuoveiueenennnn. $ (28,313) $ (14.272)
Net income/(lOS5) . .o vttt $ 16,299 $ 3,336
Net earnings per common share:

BaSIC ottt e $ 069 $ 0.16

DAIUtEd . oo § 061 § 013

These unaudited pro forma results have been prepared for comparative purposes only and do not purport to
be indicative of the results of operations, which would have actually resulted, had the combinations been in effect
on January 1, 1999, or of future results of operations.

NOTE 7. EMPLOYEE BENEFIT PLANS

In 1989, the Company established a savings and profit sharing plan covering substantially all U.S.
employees. The plan is qualified under Section 401(a) of the Internal Revenue Code of 1986, as amended.
Effective January 1, 1994, the Company elected to match an employee’s elective deferrals to the plan based upon
a prescribed formula. The maximum matching contribution was 2% of an employee’s annual compensation.
Vesting is over a four-year period and begins on the date of hire. The Company contributed $276,000, $268,000,
and $307,000 in 2001, 2000, and 1999, respectively.

In January 2000, the Company acquired EPI and has elected to continue administering the savings and profit
sharing plan that was adopted by EPI on January 1, 1997. The maximum matching contribution was 4% of an
employee’s annual compensation. Vesting is over a four-year period and begins four months from the date of
hire. The Company contributed $125,000 and $82,000 in 2001 and 2000, respectively.

In May 2000, the Company acquired SND and has elected to continue administering the savings and profit
sharing plan that was adopted by SND on January 1, 1997. The maximum matching contribution was 3% of an
employee’s annual compensation. Vesting is over a four-year period and begins three months from the date of
hire. The Company’s contribution was $79,000 and $203,000 in 2001 and 2000, respectively.
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NOTE 8. ACCRUED EXPENSES

Accrued expenses consist of the following at:

December 31,
2001 2000
(in thousands)
COMPENSALION . ..ottt ettt ettt et e e e e et e $ 4294 $ 5,136
RESIUCTUTING . . o o i ettt et e e e e et e e e 3,189 —
Microsoft Expense Funding ........ ... . .. . 711 1,271
Other . e e 4,934 6,067 ’
Total e e e $13,128 $12,474 '

NOTE 9. DISCONTINUED OPERATIONS

In the fourth quarter of 1999, the Board of Directors of the Company committed to a plan to exit its software
business and to focus the Company on its services and Switchboard segments as its sole operating units. The
Company provided support to its existing customers through April 30, 2001.

Included in the 1999 results of operations is an estimated loss from disposal of discontinued operations of
$3,000,000, net of tax. The provision is comprised primarily of $1,900,000 for the write-off of certain idle assets
and the closure and consolidation of leased facilities, estimated future operating losses of $700,000 and $400,000
for severance and costs related to the reduction of approximately 45 members of the Company’s staff. The
Company expended $540,000, $1,797,000 and $484,000 in cash related to the exiting of its software business in
2001, 2000 and 1999, respectively.

Excluding the estimated loss from disposal of discontinued operations, revenues and expenses from
discontinued operations for the year ended December 31, 1999 was $26,636,000 and $18,431,000, respectively.

NOTE 10. RESTRUCTURING AND OTHER CHARGES

In 2001, as part of the Company’s plan to implement cost-cutting measures in its services business, the
Company recorded a pre-tax charge of $3,953,000 related to a workforce reduction of approximately 100
positions, office closures and asset write-offs as further described below. The Company expects to use
$2,934,000 of cash related to these activities.

At December 31, 2001, the Company had utilized approximately $2,405,000 in total of the liability of which
$1,375,000 was severance-related costs, and the remainder related to office closures and asset write-offs. The
remaining liability at December 31, 2001 was approximately $1,548,000, of which $1,108,000 is expected to be
cash related expenditures. The Company anticipates that it will utilize a substantial portion of the remaining
liability by the end of fiscal year 2002.

The following is a table summarizing restructuring and other charges of our services segment:

Year Ended December 31, 2001

Total Cash Non-cash
Charge Payments Charges Accrual

(in thousands)

Staff reductions .. ...t $1,908 $1,375 $— $ 533
Office closures and othercosts . ......................... 1,336 451 — 885
Assetwrite-offs . ... .. .. 709 143 436 130

Total ... . $3,953  $1,969 $436  $1,548
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In the three months ended December 31, 2001, Switchboard recorded net pre-tax restructuring and other
charges of $6,951,000, comprised primarily of $5,198,000 for the impairment of certain assets, $1,069,000 for
costs related to facility closures and $684,000 in severance costs related to the reduction of approximately 21%
of Switchboard’s workforce. The restructuring resulted in 21 employee separations. Of the total $6,951,000
charge, $1,700,000 is cash related, of which approximately $200,000 was expended as of December 31, 2001.
Switchboard’s remaining liability of $1,641,000 is in accrued expenses in the accompanying consolidated
balance sheet as of December 31, 2001.

The following is a table summarizing restructuring and other charges of Switchboard:
Year ended December 31, 2001

Total Cash Non-Cash  Accrual
Charge  Payments Charges Balance

(in thousands)

Staff Reductions . ...t $ 684 $209 $ @n $ 522
Office closures and othercosts . ...................... 1,069 — — 1,069
Assetwrite-offs ........ ... . . 5,198 — 5,148 50

Total ... e $ 6,951 $209 $5,101 $ 1,641

NOTE 11. COMMITMENTS AND CONTINGENCIES

The Company leases its facilities and certain equipment under non-cancelable lease agreements, which
expire at various dates through March of 2014. Rental expense under these leases totaled $1,671,000, $1,582,000
and $1,389,000 in 2001, 2000 and 1999, respectively. Under these agreements, the Company is obligated to pay
for utilities, taxes, insurance and maintenance.

At December 31, 2001, future minimum lease payments under operating leases with initial terms exceeding
one year are as follows (in thousands):

2002 e $2,686
200 L 1,463
2004 e e e 1,292
200 e e e 882
2006 . e 214
Thereafter ... .o e e 1,435

Total future minimum lease payments .. .........ooueen ettt ieenennnen $7,972

The total of future minimum rentals to be received under non-cancelable subleases related to the above
leases are $147,000, $83,000 and $36,000 for the years ending 2002, 2003 and 2004, respectively.

NOTE 12. PREFERRED STOCK

In July 1992, the shareholders of the Company approved the creation of a new class of undesignated
preferred stock and authorized 1,000,000 shares of $.01 par value, in one or more series, with voting rights and
preferences to be determined by the Board of Directors. In March 1998, 263,158 shares were designated as Series
A Convertible Preferred Stock and were issued to HarbourVest Partners along with warrants to purchase 65,790
shares of Series B Convertible Preferred Stock and 65,790 shares of Series C Convertible Preferred Stock at an
exercise price of $45.00 and $50.00 per share, respectively, in exchange for cash of $9,500,000, net of issuance
costs of $500,000. Each share of preferred stock was initially convertible, at the option of the holder, into ten
shares of common stock, subject to adjustment for certain dilutive issuances. In June 1999, the 263,158 shares of
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Series A Convertible Preferred Stock, held by HarbourVest Partners, automatically converted into 2,631,580
shares of common stock. On March 10, 2000, the warrants to purchase shares of Series B and Series C
Convertible Preferred Stock converted into warrants to purchase an aggregate of 1,315,800 shares of common
stock.

NOTE 13. STOCK OPTION PLANS

Under the Company’s 1992 Stock Incentive Plan, as amended (the “1992 Stock Incentive Plan”), the
Company may grant incentive stock options and non-statutory options for the purchase of an aggregate of
5,470,000 shares of common stock to employees, officers, directors, consultants and advisors. At December 31,
2001, 2,961,064 options and shares were outstanding under this plan, of which 420,000 shares were subject to the
Company’s repurchase right and certain other restrictions for a period of up to three years. The 1992 Stock
Incentive Plan provides that incentive stock options may not be granted at less than the fair market value of the
Company’s common stock at the grant date, options generally vest ratably over a three-year period and expire ten
years from the date of grant.

The 1992 Stock Incentive Plan also permits awards of restricted stock at a price determined by the
Compensation Committee or the Board of Directors subject to the Company’s right to repurchase such stock in
specified circumstances prior to the expiration of a restricted period. On October 16, 1998, the Company issued
396,000 shares of restricted common stock to executive officers and certain members of senior management at
par value. An amount for unearned compensation of $1,426,000 was recorded within shareholders’ equity equal
to the fair market value of the stock on the date it was issued, less the purchase price. An additional 480,000
shares and 40,000 shares of restricted stock were issued in 2000 and 1999, respectively. An additional
$2,560,200 and $277,000 was recorded as unearned compensation within shareholders’ equity in 2000 and 1999,
respectively, equal to the fair market value of the stock on the date it was issued, less the purchase price. In 2000,
35,600 shares of restricted stock were cancelled, and 10,000 shares of restricted stock were cancelled in 1999.
Amortization of $1,478,894, $824,527 and $1,000,000 was recorded in 2001, 2000 and 1999, respectively, as
compensation expense related to these issuances. The remainder of the unearned compensation will be amortized
over a period of up to three years from the date of issuance.

The Company currently holds notes receivable for a total of approximately $1,335,000 from executive
officers and other members of senior management of the Company. The notes arose from transactions in 1999,
2000, and 2001 whereby the Company loaned the officers money to pay federal and state tax obligations with
respect to the vesting and issuance of restricted stock. The notes bear interest at the applicable Federal rate. The
principal plus accrued interest on the remaining $1,312,000 will be forgiven at a rate of 20% on the anniversary
date of the note, over a five-year period. The notes and accrued interest are recorded as an other non-current
asset.

Under the Company’s 2000 Non-Executive Stock Incentive Plan (the “2000 Non-Executive Stock Plan”),
the Company may grant non-statutory options for the purchase of an aggregate of 1,250,000 shares of common
stock to employees, consultants and advisors. At December 31, 2001, 574,867 options were outstanding under
this plan. These options vest ratably over a three-year period and expire ten years from the date of grant.

The 2000 Non-Executive Stock Plan also permits awards of restricted stock at a price determined by the
Compensation Committee or the Board of Directors subject to the Company’s right to repurchase such stock in
specified circumstances prior to the expiration of a restricted period. On October 19, 2000, the Company issued
80,000 shares of restricted stock to certain members of senior management at par value of which 46,000 shares
were outstanding at December 31, 2001. These shares are subject to the Company’s repurchase right and certain
other restrictions for a period of up to two years. An amount for unearned compensation of $454,200 was
recorded within shareholders’ equity equal to the fair market value of the stock on the date it was issued, less the
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purchase price. An additional 6,000 shares of restricted stock were issued in 2001. An additional $25,000 was
recorded as unearned compensation within shareholders’ equity in 2001 equal to the fair market value of the
stock on the date it was issued, less the purchase price. Amortization of $252,000 was recorded in 2001 and
$45,175 was recorded in 2000, as compensation expense related to these transactions. The remainder of the
unearned compensation will be amortized over a period of up to two years from the date of issuance.

Under the Company’s 2001 Stock Incentive Plan (the “2001 Plan”), the Company may grant stock options
and other stock based awards for the purchase of an aggregate of 1,200,000 shares of common stock to
employees, officers, directors, consultants and advisors. At December 31, 2001, 963,300 options were
outstanding under this plan. The 2001 Plan provides that incentive stock options may not be granted at less than
the fair market value of the Company’s common stock at the grant date, and options generally vest ratably over a
three-year period and expire ten years from the date of grant.

Under the Company’s 1992 Director Stock Option Plan, as amended (the “1992 Director Plan™), the
Company may grant non-statutory stock options for the purchase of up to an aggregate of 325,000 shares of
common stock to directors of the Company who are not officers or employees of the Company or any subsidiary
of the Company. Under the terms of the 1992 Director Plan, initial options are automatically granted to each
eligible director upon his or her initial election as a director that cover 32,000 shares of common stock, and
annual options are automatically granted on the date of each Annual Meeting of Shareholders of the Company
that cover 8,000 shares of common stock. In addition, after four years of service on the Board, each director will
automatically receive an option that covers 16,000 shares. The 1992 Director Plan provides that options shall be
granted at the fair market value of the Company’s common stock at the grant date. Annual options generally vest
twelve months after the grant date and initial options and service options vest ratably over a four-year period. At
December 31, 2001, 245,000 options were outstanding under the 1992 Director Plan.

Under the Company’s 1995 Employee Stock Purchase Plan, as amended 1,050,000 shares of common stock
are available to all full-time employees through semi-annual offerings. At December 31, 2001, 1,010,378 shares
of common stock have been purchased under this plan. In 2001, the Board of Directors suspended this plan until
further notice.

In May 2000, the Company acquired SND and assumed the 2000 SND Stock Incentive Plan. At
December 31, 2001, 46,800 options were outstanding under this plan. The 2000 SND Stock Incentive Plan
provides that incentive stock options may not be granted at less than the fair market value of the Company’s
common stock at the grant date, and options generally vest ratably over a three-year period and expire ten years
from the date of grant.

During 1997, in addition to the options described above, options to purchase an aggregate of 1,300,000
shares were issued to four executive officers of the Company. The underlying shares were registered with the
SEC and generally vest over a four-year period. At December 31, 2001, 760,000 of such options were
outstanding.

The Company applies Accounting Principles Board (“APB”) Opinion No. 25 and related interpretations in
accounting for its plans. In fiscal year 1996, the Company adopted the disclosure only provisions of SFAS
No. 123, “Accounting for Stock-Based Compensation.” Accordingly. no compensation cost has been recognized
for its stock-based compensation plans under APB Opinion No. 25. Had compensation cost for the Company’s
stock-based compensation plans been recorded based on the fair value of awards at the grant dates as calculated
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in accordance with SFAS No. 123, the Company’s net income and earnings per share for the years ended
December 31, 2001, 2000 and 1999 would have been reduced to the pro forma amounts indicated below:

2001 2000 1999

As Pro As Pro As Pro
Reported Ferma Reported Forma Reported  Forma

(in thousands except per share amounts)

Net (loss)/income .................... $(36,841) $(46,054) $15,055 $6,508 $28,149 $24,016
Basic (loss)/income per share ........... $ (160) $ (200) $ 064 $027 $ 133 §$ 1.14
A’ Diluted (loss)/income per share ......... $ (160) $ (200 $ 056 $024 $ 1.11 $ 094

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing
model with the following weighted-average assumptions used for grants in 2001, 2000 and 1999, respectively;
dividend yield of 0%, 0% and 0%; expected volatility of 80%, 105% and 90%; risk-free interest rates of 5.0%,
6.4% and 5.8%; and expected lives of 5.0, 5.0, and 5.0 years. The effects of applying SFAS No. 123 in this pro
forma disclosure are not likely to be representative of the effects on reported net income for future years.
Additional awards in future years are anticipated. SFAS No. 123 does not apply to awards granted prior to 1995.
The 2001 pro forma amounts include $9,213,000 of pro forma income related to stock option forfeiture
experience.

A summary of the status of the Company’s stock plans as of December 31, 2001, 2000 and 1999 and
changes during the years ending on those dates is presented below.

2001 Weighted 2000 Weighted 1999 Weighted
Average Exercise  Average Exercise  Average Exercise
Shares Price Shares Price Shares Price

(share amounts in thousands)

Outstanding at beginning of year ................. 4447 $8.81 3222 $ 711 3,076 $ 3.55
Granted . ... ... . e 1,981 $3.89 2,492 $10.50 1,590 $10.94
Exercised ........co i 91) $279 (424) $ 398 (1,119) $ 2.83
Cancelled ......... ..ot (1,252) $6.80 (843) $ 9.71 (325) $ 6.95
QOutstanding atend of year ...................... 5085 $6.68 4,447 $ 881 3222 $ 711
Options exercisable atendof year ................ 2,362 $6.87 1450 $ 520 1,095 §$ 3.93

Weighted-average fair value of options
granted during theyear . . ..................... $2.69 $10.46 $ 7.97

The following table summarizes information about the Company’s stock options at December 31, 2001:
(share amounts in thousands)

Options Qutstanding Options Exercisable
Weighted
Average Weighted Weighted
Remaining  Average Average
Number Contractual [Exercise Number Exercise
Range of Exercise Prices QOutstanding Life Price Exercisable Price
$1.15-82.25 .o 704 52years $ 2.23 704 $ 2.23
$226-$399 ... ... 1,351 9.2years §$ 3.25 156 $ 357
$4.00-36.50 . ... ... 1,019 8.6 years $ 5.30 435 $ 5.78
$6.51-$10.00 ....... ... ... 861 7.7 years $ 855 547 $ 8.64
$10.01-820.00 ......... ... . 1,150 8.0 years $13.25 520 $13.19
5,085 2,362
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NOTE 14. SALE OF EQUITY BY SWITCHBOARD

During 2000, Switchboard sold, in its initial public offering, 6,325,000 shares of its common stock for
$15.00 per share. The aggregate gross proceeds raised in the offering were $94,900,000. Total expenses in
connection with the offering were approximately $8,600,000, of which $6,600,000 was for underwriting
discounts and commissions and $2,000,000 was for professional services and other expenses.

NOTE 15. STOCK REPURCHASE

In December 2000, the Board of Directors of the Company authorized the repurchase of up to $10,000,000
of its common stock on the open market. Repurchases of stock are at management’s discretion, depending upon
acceptable prices and availability. Funds used in the repurchase of shares come from the Company’s existing
cash and investment balances along with cash generated from operations. As of December 31, 2001, the
Company had expended $6,306,000 toward stock repurchases of which $6,140,000 and $166,000 was during the
years ended December 31, 2001 and 2000, respectively.

NOTE 16. RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In June 2001, the FASB issued SFAS No. 141, “Business Combinations™. SFAS No. 141 requires all
business combinations initiated after June 30, 2001 to be accounted for using the purchase method.

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets”. With the adoption
of SFAS No. 142, goodwill is no longer subject to amortization over its estimated useful life, but instead
goodwill is subject to at least an annual assessment for impairment by applying a fair-value-based test. The
Company is currently evaluating the ultimate impact of this statement on its results of operations and financial
position.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations”. This
statement addresses financial accounting and reporting for obligations associated with the retirement of tangible
long-lived assets and the associated asset retirement costs. It applies to legal obligations associated with the
retirement of long-lived assets that result from the acquisition, construction, development and/or the normal
operation of a long-lived asset, except for certain obligations of lessees. This statement amends FASB Statement
No. 19 and is effective for financial statements issued for fiscal years beginning after June 15, 2002. The
Company is currently evaluating the ultimate impact of this statement on its results of operations and financial
position.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets”. This statement supersedes FASB Statement No. 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of”’, and the accounting and reporting provisions of
APB QOpinion No. 30, “Reporting the Results of Cperations—Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions™. This statement
requires that one accounting model be used for long-lived assets to be disposed of by sale, whether previously
held and used or newly acquired, and it broadens the presentation of discontinued operations to include more
disposal transactions. The provisions of this statement are effective for financial statements issued for fiscal years
beginning after December 15, 2001, and interim periods within those fiscal years, with early adoption permitted.
The Company is currently evaluating the ultimate impact of this statement on its results of operations and
financial position.
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NOTE 17. SALE OF INVESTMENT

In 1996, the Company made an equity investment of approximately $2,000,000 in Software.com, Inc.
(“Software.com”), a company which supplies Internet messaging solutions to services providers. During the year
ended December 31, 2000, the Company sold 491,202 shares of common stock of Software.com, resulting in net
proceeds of $45,276,000 and a realized gain of approximately $44,556,000. At December 31, 2000, the Company
held 400,000 shares of common stock of Software.com of which 300,000 and 100,000 of said shares were valued
at $114.50 and $115.90 per share, respectively, with a total value of $45,940,000. The net unrealized gain of
approximately $29,025,000, net of taxes of approximately $16,308,000, is included in other comprehensive
income within shareholders’ equity.

In January 2000, the Company entered into a hedging contract for 300,000 shares of Software.com common
stock. The maturity date for the contract was February 2, 2001. Upon maturity, the Company received payment
for the value of the Software.com common shares based upon the average closing price of the ten consecutive
trading days prior to, and including, the maturity date. Under the agreement the settlement price could be no
lower than $84.04 and no higher than $114.50 per common share.

In February 2000, the Company entered into a hedging contract for 100,000 shares of Software.com
common stock. The maturity date for the contract was February 25, 2001. Upon maturity, the Company received
payment for the value of the Software.com common shares based upon the average closing price of the ten
consecutive trading days prior to, and including, the maturity date. Under the agreement the settlement price
could be no lower than $84.60 and no higher than $115.90 per common share.

On November 17, 2000, Software.com and Phone.com merged and began doing business as Openwave
Systems, Inc. (“Openwave”). Each Software.com shareholder received 1.6105 Phone.com shares. On October 26,
2000, the Company entered into two hedging contracts for Openwave shares effectively rolling over its hedging
contracts of Software.com common shares. The contracts were adjusted to equivalent Phone.com shares and
pricing and maintained the same terms as the original contracts with the exception of maturities. The hedging
contract for 483,150 Openwave shares matured between January 23, 2001 and January 29, 2001 and the average
settlement price was $67.55 per common share. The hedging contract for 161,050 Openwave shares matured on
January 24, 2001 and the settlement price was $70.60 per common share.

In January 2001, the Company liquidated its Openwave position for gross proceeds of approximately
$44,000,000 and a realized gain of approximately $39,000,000. The Company paid a fee of $4,740,000 as a result
of the early liquidation of the hedge contract. As of December 31, 2001, the Company held no shares of
Openwave.

NOTE 18. SALE OF SUBSIDIARY

Cn March 22, 2001, the Company sold its Australian subsidiary to an Australian-based company. The
Company exchanged its shares in the Australian subsidiary for a 10% interest in the acquiring company. The
Company recorded a $1,039,000 loss as a result of the transaction and valued the 10% interest received at zero.
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NOTE 19. INCOME TAXES

The provision/(benefit) for income taxes consists of the following:

Years ended December 31,
2001 2000 1999
(in thousands)

Current tax expense (benefit):

Federal INCOME tAXES . .. oottt ittt e e et e e $ 275 $ 328 § 170

FOreign INCOME tAXES . . . o\ vt v vt e ettt e et 84 19) (37)

State INCOME tAXES . . . oot ettt e e et et e 600 1,045 224
Total current eXpense . .. .. ..ot 959 1,354 357

Deferred tax expense (benefit):

Federal income taXes . ... v ittt it i e e (29,709) 12,194 1,254
FOreign INCOME tAXES . . .o vttt ettt et — — —
Stateand Iocal . ... ... e (9,014) 1,066 75
Valuation allowance ......... ...t 50,644 — (23,978)
Total deferred expense . ... ...ov i 11,921 13,260  (22,649)
o $ 12,880 $14,614 $(22,292)

The tax effects of the temporary differences that give rise to the deferred tax asset and liabilities at
December 31, 2001 and December 31, 2000 were as follows:

December 31, 2001 December 31, 2000
Assets Liabilities Assets Liabilities
(in thousands)

Current:

BadDebts . ... e $ 1,068 $— $ 642 § —

Employee benefits and compensation ..................... 107 — 514 —

FASTLS e — (206) — (13,645)
Total Current . .........c0 i, 1,175 (206) 1,156  (13,645)

Non-Current:

Goodwill and other intangibles .......................... 6,306 — — —_

Net operating loss and credit carryforwards ................ 41,159 — 9,909 —

Fixed ASsets . ... i 1,322 — 1,106 —

AccrualtoCash ....... ... ... ... ... — (316) — (302)

Discontinued Operations ................. ... ..., 233

Other .. 1,134 — 861 —

Prepaid Advertising & Restructuring ..................... 1,040 — —
Total Non-Current ...t einnnann.. 50,961 (316) 12,109 (302)

Total Deferred taxes before valuation allowance ............ 52,136 (522) 13,265  (13,947)

Net Deferreds before valuation allowance . ................. 51,614 13,519

Valuation allowance . . ....... ... i (50,644) —

Net Deferred Tax Asset/(Liability) ....................... $ 970 $ (682)
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In assessing the realizability of deferred tax assets, the Company considers whether it is more likely than not
that some or all of the deferred tax asset will not be realized. The Company believes that sufficient uncertainty
exists regarding the realizability of the deferred tax assets such that a valuation allowance of $50,644,000 for
December 31, 2001 has been established for deferred tax assets.

The Company has net operating loss carryforwards for federal and state tax purposes of approximately
$87,436,000 and $109,045,000, respectively. The federal net operating loss carryforwards will begin to expire in
2012 and the state net operating loss carryforwards will begin to expire in 2002.

Switchboard is not a member in the Company’s consolidated federal income tax return because they are less ‘
than 80% owned by vote and value. Switchboard has net operating loss carryforwards for federal and state tax l
purposes of approximately $84,591,000 and $90,871,000, respectively.

The Company has net operating loss carryforwards for federal and state tax purposes of approximately
$3,564,000 and $18,894,000, respectively.

Ownership changes resulting in the Company’s issuance of capital stock may limit the amount of net
operating loss carryforwards that can be utilized annually to offset future taxable income. The amount of the
annual limitation is determined based upon the Company’s value immediately prior to the ownership change.
Subsequent significant changes in ownership could further affect the limitation in the future.

A reconciliation of the Federal statutory tax rate to the Company’s effective income tax rate is as follows:

2001 2000 1999
Tax at statutoryrate ............ ... ........ 350 % 35.0 % 350 %
State Income Taxes, net of U.S. federal benefit . . 12.3 4.6 7.1
Effect of Foreign Tax Rates ................. —_— — 3.1
Non-Deductible Goodwill Amortization . ...... (8.6) 1.1 —
Minority Interest .. .......... ... 46.5 9.2 71.8
Foreign Losses not benefited ................ 6.0 (1.1 147
Adjustment of prior year attributes . .......... 64.5 — —
Other....... .. .. i 2.0 0.5 1.0
Valuation Allowance ...................... (211.4) — (751.5)
EffectiveRate . ......... ... ... ... ...t (53.71Y% 493 % (618.8)%
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NOTE 20. BASIC AND DILUTED (LOSSYEARNINGS PER SHARE

Basic (loss)/earnings per share is based upon the weighted average number of common shares outstanding
during the period. Diluted (loss)/earnings per share include the dilutive effect of potential common shares
outstanding during the period. Potential common shares result from the assumed exercise of outstanding stock
options and warrants, the proceeds of which are then assumed to have been used to repurchase outstanding
common stock using the treasury stock method. Potential common shares also include the unvested portion of
restricted stock. For the years ended December 31, 2001, 2000 and 1999, basic and diluted (loss)/earnings per
share were calculated as follows:

Years ended December 31,
2001 2000 1999

(in thousands,
except per share amounts)

Basic (loss)/earnings per share numerator:

(Loss)fincome from continuing operations . ...................... $(36,841) $15,055 $26,224

Net (I0SS)/INCOME . .\ vt ettt ittt et ettt e e e eean (36,841) 15,055 28,149
Denominator:

Weighted average common shares outstanding . .................. 22,976 23,695 21,115
Basic continuing (loss)/earnings pershare ........................... $ (1.60) $§ 64 $ 124
Basic (loss)/earnings pershare ........ ... ... ... .. i, $ (160) $ 64 $ 133
Diluted (loss)/earnings per share per numerator:

(Loss)/income from continuing operations . ...................... $(36,841) $15,055 $26,224

Net (JI0SS)/INCOIMIE .« . oot it et e e e e (36,841) 15,055 28,149
Denominator:

Weighted average common shares outstanding ................... 22976 23,695 21,115

Weighted average common potential shares ..................... — 3,032 4,334

Total Shares . . ...ttt e 22,976 26,727 25,449
Diluted continuing (loss)/earnings per share ......................... $ 160) $ 56 $ 1.03
Diluted (loss)/earnings per Share . ..............uuueererrnnnnnnnnns $ 160) $ 56 $ 1.11

Options to purchase 5,085,000, 855,200 and 531,000 shares of common stock outstanding during the years
ended December 31, 2001, 2000 and 1999, respectively, were excluded from the calculation of diluted earnings
per share, as their effect would have been antidilutive.
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NOTE 21. SEGMENT INFORMATION

As described in Note 1. “Nature of Business,” the Company has two reportable segments: Services and
Switchboard. Significant financial information relative to the Company’s reportable segments is as follows:

Years Ended December 31,
2001 2000 1999
(in thousands)

Services:
REVENUES . . ..o $51,711 $ 61,300 $ 37,494
Cost of REVENUES ...ttt e e e 35,569 33,857 22,714
Gross Profit . ... ... 16,142 27,443 14,780
Operating Expenses:
Sales and marketing ......... ... ... .. i 18,111 20,225 10,926
Product development ............ ... ... .. .. i, — — —
General and administrative . ... ...cvtr i 15,446 14,548 11,938
Amortization of goodwill and intangibles ..................... 2,668 2,217 —
Impairment of goodwill ........ ... ... .. .. .. i . 12,364 — —
Restructuring and othercharges ............................. 3,953 — —
Loss on Viacom transaction . .............iuvuinineanenenna — — —
Operating EXpenses .. ......out it i 52,542 36,990 22,864
OPerating 10SS . ..o\ttt ettt e e $(36,400) $ (9,547) $ (8,084)
Total @SSELS .« v\ v vttt e $ 97,183 $132,608 $162,255
Years Ended December 31,
2001 2000 1999
(in thousands)
Switchboard:
REVENUES .« ot vttt et et e e e e $ 16,026 $20310 $ 8304
Costof Revenues . ... 3,518 3,491 1,601
Gross Profit . ... ..o 12,508 16,819 6,703
Operating Expenses:
Salesand marketing .. ... ... ... 26,937 29,184 10,858
Productdevelopment .............. ittt 6,701 3,473 1,923
General and administrative . ......... .. 0 4,331 3,303 1,712
Amortization of goodwill and intangibles ....................... 8,017 1,568 866
Impairment of goodwill ........ ... ... . — — —
Restructuring and other charges ............ ... ... ... ... ..... 6,951 — —
Loss on Viacom transaction . ...........c...veieeinennonn. 22,203 —_ —
Operating EXpenses . ... ... e e 75,140 37,528 15,359
Operating loss .. ...t e © $(62,632) $(20,709) $(8,656)
Total @SSELS . .ot $ 74,308 $ 98,557 $12,195
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Years Ended December 31,
2001 2000 1999
(in thousands)

Consolidated:
REVEIMUES .« o v e et et et e e e e e e e e e e $ 67,737 § 81,610 §$ 45,798
Cost Of REVEIMUES . ..ottt e ettt ettt e e et e e e e 39,087 37,348 24,315
Gross Profit ... ... . i e e 28,650 44,262 21,483
Operating Expenses:

Salesand marketing ......... ... .. .. .. i it 45,048 49,409 21,784

Productdevelopment ........... ... ... .. . il 6,701 3,473 1,923

General and administrative ............. ... . oo, 19,777 17,851 13,650

Amortization of goodwill and intangibles ..................... 10,685 3,785 866

Impairment of goodwill ........... ... ... ... it 12,364 — —

Restructuring and othercharges . ................ ..., 10,504 — —

Loss on Viacom transaction . . ...t vve it ie oo i ittt 22,203 — —
Operating EXpenses .. .........ooiiineneii i 127,682 74,518 38,223

Operating loss . .. ..ot $(99,032) $(30,256) $(16,740)

Total 888t . ...t $171,491 $231,165 $174,450

For the years ended December 31, 2001, 2000 and 1999, the Company delivered its services worldwide and
it is now focused on the delivery of its services in the United States, and Switchboard delivers its revenues within
North America. Revenue can be grouped into geographic areas as follows:

Years Ended December 31,
2001 2000 1999
(in thousands)

Revenues from unaffiliated customers:

J LT 6 N0 0 o o7 A $62,902 $72,052 $34,252
Burope ... e 3,252 4,185 7,275
107117 AP 1,583 5,373 4,271

Total revenues . ...........iiiiiir it $67,737 $81,610 $45,798

NOTE 22. MICROSOFT CORPORATION ALLIANCE

On January 11, 1999, the Company announced a strategic alliance with Microsoft Corporation (“Microsoft™)
to deliver integrated messaging, networking and Internet solutions and the collaboration on the design and
implementation of packaged services, solutions and support offerings based on Microsoft’s enterprise platform.
Under the agreement, Microsoft has contributed $8,400,000 to fund these initiatives and for certain marketing
and product development efforts and the purchase of 1,750,000 common stock warrants. The common stock
warrants are subject to a three-year lock-up provision, based on continuation of the alliance, and have an exercise
price of $10.00 per share. If exercised, Microsoft’s warrants represent approximately 7.1% ownership of the
cutstanding common stock of the Company at December 31, 2001. The first of these payments was received in
January 1999 in the amount of $5,900,000. The second payment of $2,500,000 was received in December 1999.
The Company has recorded $4,332,000 of the 1999 payments received as additional paid in capital for the
warrants issued to Microsoft. The remaining $4,368,000, associated with training, marketing and product
development efforts, was recorded as an offset to expenses incurred related to this effort. At December 31, 2001,
approximately $711,000 is classified as a component of accrued expenses.
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NOTE 23. VIACOM ALLIANCE

In August 2001, Switchboard entered into a restructuring agreement with Viacom, under which, among
other things, Switchboard agreed to terminate its right to the placement of advertising on Viacom’s CBS
properties with an expected net present value of approximately $44,500,000 in exchange for, primarily, the
reconveyance by Viacom to Switchboard of approximately 7,500,000 shares of Switchboard’s common stock,
the cancellation of warrants held by Viacom to purchase 533,469 shares of Switchboard’s common stock and the
reconveyance to Switchboard of the one outstanding share of Switchboard’s series E special voting preferred
stock. In addition, as part of the restructuring of Switchboard’s relationship with Viacom, its license to use
specified CBS trademarks terminated on January 26, 2002.

On October 26, 2001, Switchboard obtained approval for the restructuring agreement by its stockholders
and closed the transactions contemplated by the restructuring agreement. At the closing, the two individuals who
had been elected directors by Viacom pursuant to Viacom’s rights as the holder of Switchboard’s special voting
preferred stock resigned as directors of Switchboard. Due to the reduction in the number of outstanding shares of
Switchboard’s stock associated with the closing, the Company became Switchboard’s majority stockholder,
owning approximately 54% of Switchboard’s outstanding stock.

In connection with the termination of its advertising and promotion agreement with Viacom, Switchboard
incurred a loss equal to approximately $22,200,000 in 2001, which is recorded as a loss on Viacom transaction in
the accompanying statement of operations. The non-cash accounting loss results from the difference between the
net present value of Switchboard’s remaining advertising rights with Viacom, which were terminated, and the
value of the shares of Switchboard’s common and preferred stock reconveyed and the warrants cancelled.

Subsequently, on February 27, 2002, Viacom exercised its warrant pursuant to a cashless exercise provision
in the warrant, resulting in the net issuance of 386,302 shares of common stock of Switchboard. Additionally, on
March 12, 2002, Switchboard repurchased such 386,302 shares of common stock from Viacom at a price of -
$3.25 per share. Switchboard will account for these shares as treasury stock.

NOTE 24. AQOL ALLIANCE

In December 2000, Switchboard entered into a Directory and Local Advertising Platform Services
Agreement (the "Directory Agreement") with ACL, to develop a new directory and local advertising platform
and product set to be featured across specified AGL properties.

Switchboard and ACL share specified directory advertisement revenues during the term of the Directory
Agreement. In general (i) Switchboard will receive a majority of the first $35.0 million of such directory
advertisement revenues and (ii) Switchboard will receive a lesser share of any additional such directory
advertisement revenues. Switchboard paid AOL $13.0 million at the signing of the directory agreement. The
directory agreement calls for a second payment of $13.0 million on or before March 11, 2002. Switchboard has
had discussions with AOL regarding the timing of this payment, and has not yet made payment of this amount.
AOL has not asserted a breach of the agreement based upon this nonpayment. Any such assertion would fall
within the resolution and arbitration provisions of the agreement. AOL has participated in discussions with
Switchboard. AQL has committed to pay at least $2.0 million to Switchboard in consulting or service fees, of
which Switchboard had delivered $1.9 million in services to ACL through December 31, 2001. The Directory
Agreement has an initial term of four years, which term is subject to earlier termination upon the occurrence of
specified events, including, without limitation (a) after 24 months and again after 36 months if specified revenue
targets have not been achieved and neither party has made additional payments to the other to prevent such
termination, (b) if Switchboard is acquired by one of certain third parties or (c) if AOL acquires one of certain
third parties and AOL pays to Switchboard a termination fee of $25.0 million.
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In connection with entering into the Directory Agreement, Switchboard issued to ACL 746,260 shares of its
common stock, and agreed to issue to AOL 746,260 shares of common stock if the Directory Agreement
continues after two years and an additional 746,260 shares of common stock if the Directory Agreement
continues after three years. If Switchboard and AOL renew the Directory Agreement for at least an additional
" four years after the initial term, Switchboard agreed to issue to ACL a warrant to purchase up to 721,385 shares
of Switchboard's common stock at a per share purchase price of $4.32. Switchboard granted ACL "piggy-back”
registration rights and up to two Form S-3 demand registration rights with respect to the foregoing shares of
common stock.

Switchboard recorded expense related to the amortization of $13.0 million paid and the value of the 746,260
shares issued of $7,297,566 and $411,959 during the years ended December 31, 2001 and 2000, respectively. As
of December 31, 2001, Switchboard had $6.1 million, of the $13.0 million paid, recorded as prepaid royalties.
Net revenue recognized from ACL was $4,074,129, or 25.4% of revenue, for 2001. Switchboard anticipates that
revenue from AOL will represent an even greater percentage of its revenue in 2002 and will be a material
component of its overall business. Amounts due from AOL included in accounts receivable at December 31,
2001 and 2000 were $573,863 and $200,000, respectively, and unbilled receivables as of December 31, 2001
were $618,357.

NOTE 25. RELATED PARTIES

In November 1996 and as amended in March 2000, the Company and Switchboard entered into a corporate
services agreement regarding certain administrative services, including financial, accounting and payroll advice,
treasury, tax and insurance services for which Switchboard paid the Company a monthly fee based on
Switchboard’s headcount and the level of services provided by the Company. In March 2002, the Company and
Switchboard further amended the corporate services agreement to provide only for telephone services for an
amount that is approximately equal to Switchboard’s pro rata share of telephone related costs. The fee is
reviewed and adjusted periodically by mutual agreement of the parties. For additional items such as development
of data processing systems and programs, legal support, support in financing and acquisition transactions, general
executive and management services, and support for contract bidding, Switchboard is charged based on
ePresence’s labor costs for the employee performing the services.

Switchboard leases the space it occupies under an agreement with the Company. Switchboard pays
ePresence rent in an amount that is approximately equal to its pro rata share of the Company’s occupancy costs.

The Chairman of the Board of Directors of Switchboard is also Chairman of the Board of Directors,
President and Chief Executive Officer of the Company. One director of Switchboard is Senior Vice President and
Chief Financial Officer of the Company.

The Company currently holds notes receivable for a total of approximately $1,335,000 from officers and
senior executives of the Company. The notes arose from transactions in 1999, 2000, and 2001 whereby the
Company loaned the officers money to pay federal and state tax obligations with respect to the vesting and
issuance of restricted stock. The notes bear interest at the applicable Federal rate. The principal plus accrued
interest on the remaining $1,312,000 will be forgiven at a rate of 20% on the anniversary date of the note, over a
five-year period subject to continued employment. The note and accrued interest are recorded as an other non-
current asset.

NOTE 26. SUBSEQUENT EVENTS (UNAUDITED)

As a part of the Company’s plan to improve results, the Company announced the closure its operations in
the United Kingdom and Germany in the first quarter of 2002. As a result of this action, the Company anticipates
non-recurring charges of $2,000,000 to $3,000,000 in the first quarter of 2002.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not Applicable.

PART III

The information required by Part III is omitted from this Annual Report on Form 10-K, and incorporated
herein by reference to the definitive proxy statement, pursuant to Regulation 14A, with respect to the 2002
Annual Meeting of Stockholders (the “2002 Proxy Statement”) which the Company will file with the Securities
and Exchange Commission not later than 120 days after the end of the fiscal year covered by this Annual Report
on Form 10-K.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Except as provided below, information with respect to this item will appear in the sections captioned ]
“Proposal 1—Election of Directors” and “Section 16(a) Beneficial Ownership Reporting Compliance” appearing
in the 2002 Proxy Statement, and such information is incorporated herein by reference. Information required by
this item with respect to Executive Officers of the Company may be found under the section captioned
“Executive Officers of the Registrant” in Part I of this Annual Report on Form 10-K.

ITEM 1I. EXECUTIVE COMPENSATION

Information with respect to this item will appear in the sections captioned “Executive Compensation,”
“Director Compensation” and “Certain Relationships and Related Transactions” appearing in the 2002 Proxy
Statement. Such information is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

Information with respect to this item will appear in the section captioned “Beneficial Ownership of
Common Stock” appearing in the 2002 Proxy Statement. Such information is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information with respect to this item will appear in the section captioned “Certain Relationships and Related
Transactions” appearing in the 2002 Proxy Statement. Such information is incorporated herein by reference.

PART IV
ITEM i4. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

(a) The following documents are filed as part of or are included in this Annual Report on Form 10-K:
1. Consolidated Financial Statements:

*  Report of Independent Public Accountants for the year ended December 31, 2001.

*  Report of Independent Accountants for the years ended December 31, 2000 and 1999.

¢ Consolidated Balance Sheets as of December 31, 2001 and 2000.

+  Consolidated Statements of Operations for the years ended December 31, 2001, 2000 and 1999.

o Consolidated Statements of Shareholders’ Equity for the years ended December 31, 2001, 2000
and 1999.

»  Consolidated Statements of Cash Flows for the years ended December 31, 2001, 2000 and 1999.

o Notes to Consolidated Financial Statements.
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2. Consolidated Financial Statement Schedules:
o Schedule I—Valuation and Qualifying Accounts.
o Report of Independent Public Accountants for the year ended December 31, 2001.
o Report of Independent Accountants for the years ended December 31, 2000 and 1999.

o Schedules other than the one listed above have been omitted since they are either not required, not
applicable or the information is otherwise included.

3. Listing of Exhibits:

o The Exhibits filed as part of this Annual Report on Form 10-K are listed in the Exhibit Index
immediately preceding such Exhibits, which Exhibit Index is incorporated herein by reference.
Documents listed on such Exhibit Index, except for documents identified by footnotes, are being filed as
exhibits herewith. Documents identified by footnotes are being incorporated by reference herein and,
pursuant to Rule 12b-32 under the Securities Exchange Act of 1934, reference is made to such
documents as previously filed with the Securities and Exchange Commission.

(b) The Company filed a Change in Certifying Accountant under Item 4 on Form 8-K on
November 30, 2001. No other reports on Form 8-K were filed by the Company during the last
quarter of the fiscal year ended December 31, 2001.

53




P S S O

SCHEDULE II

ePRESENCE, INC.
VALUATION AND QUALIFYING ACCOUNTS

For the Years Ended December 31, 2001, 2060 and 1929
(doliars in thousands)

Balance Additiens
at Charged te Balance
Beginning Costs and at end
Description of Period Expenses Deductions of Period
Year ended December 31, 2001
Reserve for price, sales and doubtful
accountallowance ................. $1,278 $3,144 $1,786 $2,636
Year ended December 31, 2000
Reserve for price, sales and doubtful
account allowance ................. $ 869 $ 654 $ 245 $1,278
Year ended December 31, 1999
Reserve for price, sales and doubtful
$2,917 $§ 834 $2,882 $ 869

account allowance .................
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and
Stockholders of ePresence, Inc.:

We have audited, in accordance with auditing standards generally accepted in the United States, the
consolidated financial statements of ePresence, Inc. and subsidiaries included in the Form 10-K and have issued
our report thereon dated January 30, 2002. Our audit was made for the purpose of forming an opinion on the
basic financial statements taken as a whole. The schedule listed in Item 14 is the responsibility of the Company’s
management and is presented for purposes of complying with the Securities and Exchange Commission’s rules
and is not part of the basic financial statements. The schedule has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, fairly states, in all material respects, the
financial data as of December 31, 2001 and for the year then ended required to be set forth therein in relation to
the basic financial statements taken as a whole.

/s{ Arthur Andersen LLP

Boston, Massachusetts
January 30, 2002
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Directors and Shareholders of ePresence, Inc.:

Our audits of the consolidated financial statements referred to in our report dated February 1, 2001
appearing on page 26 of the 2001 Annual Report to Shareholders of ePresence, Inc. (which report and
consolidated financial statements are incorporated by reference in this Annual Report on Form 10-K) also
included an audit of the financial statement schedule for the two years ended December 31, 2000 noted in Item
14(a)(2) of this Form 10-K. In our opinion, this financial statement schedule for the two years ended December
31, 2000 presents fairly, in all material respects, the information set forth therein when read in conjunction with
the related consolidated financial statements.

/s/ PricewaterhouseCoopers, LLP

PricewaterhouseCoopers LLP
Boston, Massachusetts
February 1, 2001
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Number

2(3)

2A(18)
3.1(2)
3.2(16)
3.3(D)
3.3A(14)
10.1+(8)
10.2+(8)
10.3+(15)
10.3A+(10)
10.3B+(10)
10.3C+(18)
10.3D+(18)
10.4+(15)
10.5+(17)
10.6+(4)
10.6A+(5)
10.6B+(9)
10.6C+(14)
10.6D+(18)
10.6E+
10.7(1)
10.7A(9)
10.7B(18)

10.7C(18)

10.8(6)
10.8A(18)

10.9(6)
10.10(7)

EXHIBIT INDEX

Title of Document

Stock Purchase Agreement by and among the Registrant, Strategic Network Designs, Inc. and
the Stockholders of Strategic Network Designs, Inc., dated May 11, 2000.

Amendment to Stock Purchase Agreement among the Company, David R. Rovner and Ranjan
Sinja, individually and as the Stockholders’ Representative of the stockholders of ePresence
CRM, Inc. (formerly Strategic Network Designs, Inc.).

Second Amended and Restated Articles of Organization of the Registrant.

Articles of Amendment to Second Amended and Restated Articles of Organization, as filed with
the Secretary of the Commonwealth of Massachusetts on May 9, 2000.

Amended and Restated By-Laws of the Registrant. '

Amendment No. 1 to Amended and Restated By-Laws of the Registrant.

[Reserved]

[Reserved]

1992 Stock Incentive Plan, as amended.

Form of Incentive Stock Option for grant under the 1992 Stock Incentive Plan, as amended.
Form of Non-Qualified Stock Option for grant under the 1992 Stock Incentive Plan, as amended.
Revised form of Incentive Stock Option for grant under the 1992 Stock Incentive Plan, as
amended.

Revised form of Non-Qualified Stock Option for grant under the 1992 Stock Incentive Plan, as
amended.

1992 Director Stock Option Plan, as amended.

Deferred Compensation Plan of the Registrant.

Employment Agreement dated February 4, 1997 between the Registrant and William P. Ferry.
Amendment No. 1 dated as of June 17, 1997 to Employment Agreement between the Registrant
and William P. Ferry.

Amendment No. 2 dated as of October 16, 1998 to Employment Agreement between the
Registrant and William P. Ferry.

Amendment No. 3 dated as of December 8, 1999 to Employment Agreement between the
Registrant and William P. Ferry.

Amendment No. 4 dated as of November 16, 2000 to Employment Agreement between the
Registrant and William P. Ferry.

Amendment No. 5 to Employment Agreement between the Company and William P. Ferry dated
October 15, 2001.

Lease Agreement dated April 21, 1989, as amended to date, between the Registrant and CB
Westboro C Limited Partnership, a Texas Limited Partnership.

Amendment to Lease Agreement dated April 21, 1993 between the Registrant and CB Westboro
C Limited Partnership, a Texas Limited Partnership.

Amendment to Lease Agreement dated July 22, 1994 between the Registrant and CB Westboro
C Limited Partnership, a Texas Limited Partnership.

Amendment to Lease Agreement dated September 19, 1995 between the Registrant and
Commonwealth Westboro Limited Partnership, a Massachusetts Limited Partnership (as
successor in interest to CB Westboro C Limited Partnership, a Texas Limited Partnership).
Securities Issuance Agreement dated as of September 4, 1997 by and between Foothill Capital
Corporation and the Registrant.

Amendment Number One to Securities Issuance Agreement, by and between Foothill Capital
Corporation and the Registrant.

Form of Warrant issued by the Registrant to Foothill Capital Corporation.

Preferred Stock and Warrant Purchase Agreement dated as of March 5, 1998 between the
Registrant and HarbourVest Partners V-Direct Fund L.P.
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10.11(16)

10.12(16)

10.13+(9)
10.13A+(21)
10.14+(9)
10.14A+(21)
10.15+(9)
10.16+(9)
10.17+(5)
10.18%(11)
10.19(11)
10.20(11)
10.21+(11)
10.21A+(21)
10.22+(11)
10.23+(11)
10.24(12)
10.24A(13)
10.25%(12)
10.26%(12)
10.27(12)
10.28(12)
10.29(12)
10.30+(14)
10.31+(14)

10.32+(14)

10.33(16)
10.34(16)

Common Stock Purchase Warrant issued to HarbourVest Venture Partners V-Direct Fund L.P.
on June 30, 2000, replacing the Series B Convertible Preferred Stock Purchase Warrant, dated
as of March 5, 1998.

Common Stock Purchase Warrant issued to HarbourVest Venture Partners V-Direct Fund L.P.
on June 30, 2000, replacing the Series C Convertible Preferred Stock Purchase Warrant, dated
as of March 5, 1998.

Executive Retention Agreement dated as of October 16, 1998 between the Registrant and
Richard M. Spaulding.

Amendment No. 1 to Executive Retention Agreement between the Company and Richard M.
Spaulding dated July 26, 2001.

Executive Retention Agreement dated as of October 16, 1998 between the Registrant and
Anthony J. Bellantuoni.

Amendment No. 1 to Executive Retention Agreement between the Company and Anthony J.
Bellantuoni dated July 26, 2001.

Executive Officer Restricted Stock Agreement dated October 16, 1998 between the Registrant
and William P. Ferry.

Executive Officer Restricted Stock Agreement dated October 16, 1998 between the Registrant
and Richard M. Spaulding.

Executive Officer Restricted Stock Agreement dated October 16, 1998 between the Registrant
and Anthony J. Bellatuoni.

Alliance Agreement dated January 8, 1999 between the Registrant and Microsoft Corporation.
Warrant Purchase Agreement January 8, 1999 between the Registrant and Microsoft.
Common Stock Purchase Warrant issued by the Registrant to Microsoft on January 8, 1999.
Employment Letter dated as of January 15, 1999 between the Registrant and Scott G. Silk.
Amendment No. 1 to Employment Letter between the Company and Scott G. Silk dated July
26, 2001.

Non-Qualified Stock Option Agreement dated February 4, 1997 granted by the Registrant to
William P. Ferry.

Non-Qualified Stock Option Agreement dated June 11, 1997 granted by the Registrant to
Anthony J. Bellantuoni.

Common Stock and Warrant Purchase Agreement dated as of June 1, 1999 by and among
Switchboard Incorporated, the Registrant and CBS Corporation, as amended.

Amendment No. 2 to Common Stock and Warrant Purchase Agreement by and among
Switchboard Incorporated, the Registrant and CBS Corporation, effective as of July 1, 1999.
Common Stock Purchase Warrant issued by Switchboard Incorporated to CBS Corporation on
June 30, 1999.

Advertising and Promotion Agreement dated as of June 30, 1999 by and among CBS
Corporation, the Registrant and Switchboard Incorporated.

License Agreement dated as of June 30, 1999 by and between CBS Corporation and
Switchboard Incorporated.

Warrant Purchase Agreement dated as of June 1, 1999 by and between the Registrant and CBS
Corporation.

Common Stock Purchase Warrant issued by the Registrant to CBS Corporation on June 30,
1999.

Non-Qualified Stock Option Agreement dated October 21, 1999 granted by the Registrant to
William P. Ferry.

Non-Qualified Stock Option Agreement dated December 8, 1999 granted by the Registrant to
William P. Ferry.

Executive Officer Restricted Stock Agreement dated October 8, 1999 between the Registrant
and Scott G. Silk.

Pledge Agreement between the Company and Richard M. Spaulding, dated May 5, 2000.
Pledge Agreement between the Company and Anthony J. Bellantuoni, dated May 5, 2000.
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10.35(18)
10.36(18)
10.37(18)
10.38+(18)
10.39+(18)
10.40+(18)
10.41+(18)
10.42+(18)

10.43(18)
10.43A(21)

10.44(18)
10.44A(21)

10.45(18)
10.45A(21)

10.46(18)

10.47+(18)
10.48+(19)
10.49+(20)
10.50+(20)
10.51+(20)

10.52(21)
10.53(21)

10.54(21)
10.55+

10.56+
10.57+
10.58+
10.59
10.60

10.61
10.62+

Credit Agreement between the Company and Fleet National Bank, dated October 6, 2000, as
amended.

Security Agreement by the Company in favor of Fleet National Bank, dated October 6, 2000.
Pledge Agreement between the Company and Fleet National Bank, dated October 6, 2000.
Corporate Officer Restricted Stock Agreement between the Company and William P. Ferry,
dated December 21, 2000.

Corporate Officer Restricted Stock Agreement between the Company and William P. Ferry,
dated December 21, 2000.

Corporate Officer Restricted Stock Agreement between the Company and Richard M. Spaulding,
dated December 1, 2000.

Corporate Officer Restricted Stock Agreement between the Company and Anthony J.
Bellantuoni, dated December 1, 2000.

Corporate Officer Restricted Stock Agreement between the Company and Scott G. Silk, dated
December 1, 2000.

Pledge Agreement between the Company and Scott Silk, dated October 8, 2000.

Amendment No. 1 to Pledge Agreement between the Company and Scott G. Silk dated July 26,
2001.

Pledge Agreement between the Company and Richard Spaulding, dated October 16, 2000.
Amendment No. 1 to Pledge Agreement between the Company and Richard M. Spaulding dated
July 26, 2001.

Pledge Agreement between the Company and Anthony Bellantuoni, dated October 16, 2000.
Amendment No. 1 to Pledge Agreement between the Company and Anthony J. Bellantuoni
dated July 26, 2001.

Termination of Stockholders’ Voting Agreement by and among the Company, Switchboard
Incorporated and Viacom Inc. (formerly CBS Corporation), dated January 1, 2001.
Non-Qualified Stock Option Agreement between the Company and William P. Ferry, dated
January 25, 2001.

2001 Incentive Stock Plan.

2001 Stock Incentive Plan, as amended.

Form of Incentive Stock Option Agreement under the 2001 Stock Incentive Plan, as amended.
Form of Non-Statutory Stock Option Agreement under the 2001 Stock Incentive Plan, as
amended.

Secured Promissory Note issued to the Company by Richard M. Spaulding, dated July 26, 2001.
Secured Promissory Note issued to the Company by Anthony J. Bellantuoni, dated July 26,
2001.

Secured Promissory Note issued to the Company by Scott G. Silk, dated July 26, 2001.

Letter of Employment dated as of August 11, 1999 between the Company and Rodney P.
Jackson.

Restricted Stock Agreement between the Company and Rodney P. Jackson dated October 19,
2000.

Non-Statutory Stock Option Agreement dated January 25, 2001 granted by the Registrant to
Rodney P. Jackson.

Non-Statutory Stock Option Agreement dated July 26, 2001 granted by the Registrant to Scott
Silk.

Promissory Note issued to the Company by William P. Ferry dated July 26, 2001.

Secured Promissory Note issued to the Company by Scott G. Silk dated October 8, 2001.
Pledge Agreement between the Company and Scott G. Silk dated October 8, 2001.
Non-Qualified Stock Option Agreement dated October 15, 2001 granted by the Registrant to
William P. Ferry.
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21 Subsidiaries of the Registrant.
23.1 Consent of PricewaterhouseCoopers LLP.
232 Consent of Arthur Andersen LLP.
99.1 Confirmation Letter to the Securities and Exchange Commission from the Company in accordance with
Temporary Note 3T to Article 3 of Regulation S-X.
+ Management contract or compensation plan or arrangement required to be filed as an exhibit pursuant to
Item 14(c) of Form 10-K.

*  Confidential treatment has been requested as to certain portions, which portions have been omitted and filed
separately with the Securities and Exchange Commission.

(1) Incorporated herein by reference to the exhibits to the Registrant’s Registration statement on Form S-1 (File \
No. 33-49194). :

(2) Incorporated herein by reference to the exhibits to the Registrant’s Registration statement on Form S-8 (File
No. 33-54140).

(3) Incorporated herein by reference to the exhibits to the Registrant’s Current Report on Form 8-K, filed
May 25, 2000.

(4) Incorporated herein by reference to the exhibits to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended December 31, 1996.

(5) Incorporated herein by reference to the exhibits to the Registrant’s Quarterly Report on Form 10-Q for the
fiscal quarter ended June 30, 1997.

(6) Incorporated herein by reference to the exhibits to the Registrant’s Quarterly Report on Form 10-Q for the
fiscal quarter ended September 30, 1997.

(7) Incorporated herein by reference to the exhibits to the Registrant’s Current Report on Form 8-K dated
March 5, 1998.

(8) Incorporated herein by reference to the exhibits to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended December 31, 1997.

(9) Incorporated herein by reference to the exhibits to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended December 31, 1998.

(10) Incorporated herein by reference to the exhibits to the Registrant’s Registration Statement on Form S-8 (File
No. 333-70553).

(11) Incorporated herein by reference to the exhibits to the Registrant’s Quarterly Report on Form 10-Q for the
fiscal quarter ended March 31, 1999.

(12) Incorporated herein by reference to the exhibits to the Registrant’s Quarterly Report on Form 10-Q for the
fiscal quarter ended June 30, 1999.

(13) Incorporated herein by reference to Exhibit 10.4A to Switchboard Incorporated’s Registration Statement on
Form S-1 (File No. 333-90013), filed on Octcber 29, 1999, as amended.

(14) Incorporated herein by reference to the exhibits to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended December 31, 1999, filed March 30, 2000.

(15) Incorporated herein by reference to the exhibits to the Registrant’s Quarterly Report on Form 10-Q for the
fiscal quarter ended March 31, 2000.

(16) Incorporated herein by reference to the exhibits to the Registrant’s Quarterly Report on Form 10-Q for the
fiscal quarter ended June 30, 2000.
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(17) Incorporated herein by reference to the exhibits to the Registrant’s Registration Statement on Form S-8§,
filed June 22, 2000 (File No. 333- 39860).

(18) Incorporated herein by reference to the exhibits to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2000, filed April 2, 2001.

(19) Incorporated herein by reference to the exhibits to the Registrant’s Registration Statement on Form §-8,
filed May 11, 2001 (File No. 333- 60764).

(20) Incorporated herein by reference to the exhibits to the Registrant’s Quarterly Report on Form 10-Q for the
fiscal quarter ended June 30, 2001

(21) Incorporated herein by reference to the exhibits to the Registrant’s Quarterly Report on Form 10-Q for the
fiscal quarter ended September 30, 2001.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

EPRESENCE, INC.

By: /s/  RICHARD M. SPAULDING

Richard M. Spaulding
Semnier Vice President and Chief
Financial Officer, Treasurer and
Clerk (Principal Financial and
Principal Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Neme it Date
/s/  William P. Ferry Chairman of the Board, March 29, 2002
William P. Ferry President and Chief

Executive Officer
(Principal Executive

Officer)
/s/ Richard M. Spaulding Senior Vice President, Chief March 29, 2002
Richard M. Spaulding Financial Officer and

Treasurer (Principal
Financial and Principal
Accounting Officer)

/s/ John F. Burton Director March 29, 2002
John F. Burton

/s/ Albert A. Notini Director March 29, 2002
Albert A. Notini

/s/  JohnJ. Rando Director March 29, 2002
John J. Rande

/s/ Fontaine K. Richardson Director March 29, 2002
Fontaine K. Richardson

/s/  Robert M. Wadsworth Director March 29, 2002
Robert M. Wadsworth
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